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I. IDENTIFICATION OF WITNESS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND POSITION WITH 

QWEST. 

My name is Robert H. Brigham. My business address is 1801 California Street, Denver, 

Colorado, and I am currently employed by CenturyLink as a Regulatory Operations 

Director. I am testifying on behalf of CenturyLink QC. 

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

EMPLOYMENT EXPERIENCE. 

In 1983, I received a Master of Business Administration (MBA) degree from the University 

of Colorado in Denver, Colorado. My area of emphasis was financial analysis. I received 

a Bachelor of Arts degree in 1974 from Stetson University. 

I began my employment with CenturyLink (formerly Mountain Bell, U S  WEST and 

Qwest) in 1976. Between 1976 and 1980, I held various positions in the Mountain Bell 

Commercial (marketing) department. In 1980, I accepted the position of Analyst in the 

Cost, Rates and Regulatory Matters department, working primarily on the development of 

embedded cost data. In June 1987, I accepted the position of Manager in the U S WEST 

Service Cost organization, with responsibility for economic analysis and the development 

of incremental costing methodologies. In September 1992, I accepted the position of 

Director- Product Cost Specialist, and assumed responsibility for developing and 

supporting U S WEST cost studies in formal regulatory proceedings, and representing 

U S WEST in costing and pricing workshops sponsored by various regulatory commissions 

in the U S WEST region. Between May 1994 and June 1997, I served as Director- Product 

and Market Issues. In that position, I managed competitive and local interconnection 
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issues, supporting U S WEST’S interconnection negotiation and arbitration efforts. In June, 

1997, I rejoined the U S WEST cost organization as Director- Service Costs, where I was 

responsible for managing cost issues, developing cost methods and representing Qwest in 

proceedings before regulatory commissions. I held this position until April 2004, when I 

assumed the position of Staff Director in the Qwest Public Policy department, with 

responsibility for representing Qwest on pricing, competitive, economic and other 

regulatory issues. In April 2011, I accepted my current position with CenturyLink, 

handling regulatory operations issues for several states including Arizona. 

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THE ARIZONA 

COMMISSION? 

Yes. I have previously testified before the Arizona Corporation Commission in Docket No. 

T-01051B-03-0087, Docket T-00000A-00-0194, Docket E-1051-93-183 and Docket No. T- 

O 105 1 B- 10-0 194 et al (the recent CenturyLink-Qwest merger docket) 

HAVE YOU TESTIFIED BEFORE OTHER STATE REGULATORY 

COMMISSIONS? 

Yes. I have presented testimony before commissions in Colorado, Iowa, Minnesota, 

Montana, Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah and 

Wyoming. 
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II. INTRODUCTION 

DID CENTURYLINK FILE AN “APPLICATION TO CLASSIFY AND 

REGULATE RETAIL LOCAL EXCHANGE TELECOMMUNICATIONS 

SERVICES AS COMPETITIVE, AND TO CLASSIFY AND DEREGULATE 

CERTAIN SERVICES AS NON-ESSENTIAL?” 

Yes. On October 13, 201 1 , CenturyLink filed an application seeking (1) a determination 

pursuant to A.C.C. R14-2-1108 that all Commission-regulated retail local exchange 

services CenturyLink provides are competitive telecommunications services and (2) a 

determination that pursuant to A.R.S. 340-281 (E), certain of the retail services CenturyLink 

provides are not essential or integral to the public service and shall not be regulated by the 

Commission. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to provide the data and analysis necessary for the 

Commission to approve both of the proposals outlined in CenturyLink’s Application. First, 

1 will demonstrate that the Arizona telecommunications market is extremely competitive, 

and that pursuant to Rule 1108, the conditions necessary for “competitive classification” of 

all retail services, including basic exchange service, have been satisfied. Second, I will 

explain why the services listed in Attachment B of the Application should be deregulated, 

pursuant to A.R.S. tj 40-281(E). I will testify about the criteria for deregulation based upon 

my knowledge of the public policy considerations, the history of telecom regulation, my 

familiarity with the modern circumstances prevailing in the industry, and my knowledge of 

the CenturyLink services and tariffs in the State of Arizona. While I am not an attorney, 
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my testimony will be given in the context of the legal criteria stated in the Application and 

the understanding of those criteria that I hold as a regulatory manager. 

111. REQUEST FOR COMPETITIVE CLASSIFICATION PURSUANT TO RULE 1108 

A. INTRODUCTION 

Q. DO THE COMMISSION’S RULES PROVIDE A PATH TO ACCOMPLISH 

REGULATORY PARITY IN A COMPETITIVE ENVIRONMENT? 

Yes. Rule 1 1 08’ states: “A telecommunications company may petition the Commission to 

classify as competitive any service or group of services provided by the company.” The 

petition for competitive classification “shall set forth the conditions within the relevant 

market that demonstrate that the telecommunications service is competitive.” Rule 1 108 

states that the following information should be provided in a petition to classify services as 

competitive: 

A. 

1. A description of the general economic conditions that exist which make the 
relevant market for the service one that is competitive; 

2. The number of alternative providers of the service; 

3.  The estimated market share held by each alternative provider of the service; 

4. The names and addresses of any alternative providers of the service that are also 
affiliates of the telecommunications company, as defined in R14-2-801; 

5 .  The ability of alternative providers to make functionally equivalent or substitute 
services readily available at competitive rates, terms, and conditions; and 

6. Other indicators of market power, which may include growth and shifts in market 
share, ease of entry and exit, and any affiliation between and among alternative 
providers of the services. 

’ A.A.C. Rl’4-2-1108. 
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2 Q. DOES YOUR TESTIMONY DEMONSTRATE THAT BASED ON APPLICATION 

3 OF THE CRITERIA DEFINED IN’ RULE 1108.B, SUBSECTIONS 1-6, 

4 

5 
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7 
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10 

11 

12 1. The “general economic conditions” that exist throughout CenturyLink’s Arizona 

13 serving area for all retail regulated services may be characterized as extremely 

14 competitive. Competition from wireline, wireless and VoIP providers has 

15 significantly diluted CenturyLink’s market power, and economic and regulatory 

16 barriers to competitive entry have been eliminated. Competitive providers can 

17 enter the market using their own facilities or can purchase facilities from 

18 CenturyLink on an unbundled network element (UNE) or resale basis. The high 

19 level of competition throughout the state is described below. 

20 2. There are many alternative providers offering basic voice and other services in 

21 Arizona. These include cable providers, Competitive Local Exchange Carriers 

22 (“CLECs”), wireless providers and VoIP providers. While the level of 

23 competition varies in different parts of CenturyLink’s serving area in the state, 

24 nearly all CenturyLink customers in Arizona have the ability to purchase 

25 functionally equivalent voice services from a carrier other than CenturyLink, and 

COMPETITIVE CLASSIFICATION SHOULD BE GRANTED? 

Yes. My testimony and exhibits “set forth the conditions within the relevant market that 

demonstrate that the telecommunications service is competitive” as required in Rule 

1 108.B. I will demonstrate that abundant competition exists throughout CenturyLink’s 

Arizona serving area, and that CenturyLink’ s regulated services, including basic exchange 

service, should be classified as competitive throughout the state. In terms of the criteria 

outlined in Rule 1108.B, subsections 1-6, I will demonstrate that: 

A. 

i 
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most of these customers have multiple competitive options. The presence in 

Arizona of these alternative providers is described below. 

3. There are now a number of alternative providers offering voice services that serve 

as a substitute for CenturyLink’s basic residential and business exchange services 

in Arizona, and these competitive alternatives have garnered significant market 

share. As these providers have gained customers, CenturyLink has lost more than 

half of its access lines in the last decade in Arizona. As described below. 

according to the FCC, the ILEC share of Arizona voice telecommunications 

connections is now only 18.4%, and according to Centris,‘ CenturyLink now 

provides voice service to only one third of the occupied Arizona consumer 

households in its Arizona serving area. 

4. CenturyLink-QC, the Applicant in this proceeding, is a wholly-owned subsidiary 

of CenturyLink, Inc., which also owns CentuiryLink QCC and CenturyLink 

QLDC. CenturyLink-QC is the legacy “Qwest Corporation” entity that provides 

basic local exchange and other services in its Arizona serving territory, and is an 

Incumbent Local Exchange Carrier under the telecom laws. CenturyLink QCC is 

the legacy “Qwest Communications Corporation” entity that provides long 

distance and certain other services, and CenturyLink QLDC is the “Qwest Long 

Distance Corporation” entity that provides resold intrastate interLATA long 

distance service. Tariffs, catalogs and price lists for these entities may be found 

on CenturyLink’s web site.3 Legacy CenturyLink has not offered telephone 

services in Arizona, and on December 9. 201 1 the Commission approved the 

withdrawal of the “CenturyTel Solutions” certificate (Decision 727 1 1). 

’ Centris is a consulting firm retained by CenturyLink to provide share and other market data. I will further 
describe Centris below. 

See: httu://tariffs.~west.com:8OOO/Q Tariffs/AZ/index.htm. 
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5.  Alternative providers are offering “functionally equivalent or substitute services 

readily available at competitive rates, terms, and conditions” which is the core test 

in Rule 1 108. These substitute services are provided by well-capitalized cable, 

wireless and VoIP providers and are available throughout the state at comparable 

rates, terms and conditions. I describe these competitive service providers below, 

and demonstrate that they offer “functionally equivalent or substitute services” at 

competitive prices that constrain CenturyLink’s pricing. 

6. The ease of competitor entry and exit, the presence of readily available 

substitutes, the significant loss of CenturyLink market share along with the rapid 

evolution of technology have significantly diminished CenturyLink’ s market 

power in Arizona. Economic and regulatory barriers to entry have been 

eliminated, as evidenced by the fact that alternative services are available from 

multiple providers in nearly all areas. These factors, and their impact on 

CenturyLink in Arizona, are described below. 

Q. 

A. 

WHAT ACTION SHOULD THE COMMISSION TAKE IN THIS PROCEEDING? 

Based on the criteria in Rule 1108.B, subsections 1-6, the Commission should find that 

CenturyLink telecommunications services offered in Arizona are “competitive” and should 

be subject to the pricing and rate change procedures outlined in R14-2-1109 and R14-2- 

1100. 

Q. WHY IS IT IMPORTANT FOR THE COMMISSION TO APPROVE 

CENTURYLINK’S PETITION? 

As explained in CenturyLink’s Petition, the way CenturyLink’s Arizona rates for regulated 

telecommunications services are set has not changed much since Arizona became a state, at 

A. 
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which time telephone service was a state-sanctioned, regulated monopoly. Today 

Arizonans can choose to obtain telephone service from literally dozens of other wireline 

communications companies; yet the rates of these other providers are not regulated in the 

same manner as the rates of CenturyLink are regulated. The rates of all competitive 

wireline providers, whether a small provider or a large provider such as Cox Telecom, are 

regulated under competitive rules where rates are set using a streamlined procedure, under 

the Commission’s rules for competitive telecommunications services. That streamlined 

procedure stands in stark contrast to the heavy regulatory constraints that are applied to 

CenturyLink. CenturyLink asks that the Commission set its rates the same way it sets the 

rates for the other competitive telecommunications companies the Commission oversees. 

Given the state of competition in CenturyLink’s Arizona markets, as described below, the 

time is right to move to a uniform regulatory approach for all telecom providers in the 

CenturyLink service area. 

In its Application and my testimony, CenturyLink demonstrates that there is no basis for 

the Commission to regulate its retail rates differently than it regulates the rates of its 

competitors. The lighter regulation the Commission exerts on CenturyLink’s competitors 

like Cox Communications should be applied to CenturyLink. To continue the disparate 

regulatory treatment in place today harms CenturyLink and its Arizona customers. By 

reducing unneeded regulatory burdens, CenturyLink will be able to be more responsive to 

customer demand and competitive market conditions. CenturyLink will be better 

positioned to bring products, services, and targeted offers and promotions to the market 

with greater speed and effectiveness. In this competitive environment, prices for all 

services should reflect market conditions rather than the application of historical monopoly 

pricing models. 
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18 
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20 

Date of Filing Docket No. Disposition 
Approved 4/24/96 - 

3/15/96 T-01051B-96-0160 Decision No. 59637 

IF THE COMMISSION GRANTS CENTURYLINK’S PETITION, WILL 

CENTURYLINK BE ABLE TO IMMEDIATELY CHANGE ITS PRICES FOR 

“COMPETITIVE” SERVICES? 

No. A competitive classification pursuant to Rule 1108 means that CenturyLink would 

price its “competitive” services pursuant to A.A.C. R14-2-1109 and A.A.C. R14-2-1110. 

CenturyLink would need to follow the procedures prescribed in these rules before it can 

change prices for any “competitive” services. 

Directory 
Assistance 6/28/99 

IS THERE ANYTHING UNUSUAL OR UNIQUE ABOUT CENTURYLINK 

FILING UNDER RULE 1108 FOR COMPETITIVE CLASSIFICATION OF ITS 

SERVICES? 

No.. Following approval of the Competitive Rules during the mid 1990s, the Company 

made a number of filings to have specific services classified as competitive under Rule 

1108.B. 

Approved 1211 4/99 - 
T-01051B-99-0362 Decision No. 62129 

WERE THOSE APPLICATIONS ACCEPTED AND RULED ON BY THE 

COMMISSION. 

Yes. Following is a list of those filings and their disposition: 
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Centrex Prime 

ATM Cell Relay 
Service 
National 

Assistance 

9/23/97 T-01051B-97-0528 

7/17/97 T-01051B-97-0368 

Directory 7/17/97 T-01051B-97-0369 
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2 Q- 
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4 A. 
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5 
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10 Q. 

11 

12 

13 A. 

14 

15 

16 
17 

18 Q. 

19 

20 A. 

21 

Approved 8/26/98 - 

Approved 1/7/99 - 

Approved 12/18/97 - 

Decision No. 61089 

Decision No. 61328 

Decision No. 60545 

WHY HAVE THERE BEEN NO FURTHER COMPETITIVE FILINGS BY 

CENTURYLINK SINCE THE LATE 1990s? 

The primary reason is that in 2001, the Company began operating under a price cap plan 

which provided pricing flexibility for some services similar to that available under Rule 

1108. Thus, there were no “Rule 1 108” filings for many of the services that, absent the 

price cap plan, would likely have been the subject of a petition for competitive 

classification. 

HAS THERE BEEN SOME CHANGE TO THE PRICE CAP PLAN TO CAUSE 

CENTURYLINK TO RESUME FILING UNDER SECTION 1108 FOR 

COMPETITIVE CLASSIFICATION? 

While the Price Cap Plan hasn’t changed, the marketplace has. The prices for the services 

in Attachment A to the Application are hard capped under the Price Cap Plan. In order to 

be able to compete on the same basis as our competitors, it is necessary for these services 

to be classified as competitive. 

WHAT IS THE COMPANY’S PROPOSAL WITH RESPECT TO THE SERVICES 

THAT HAVE PREVIOUSLY BEEN CLASSIFIED AS COMPETITIVE? 

CenturyLink has included these services on Attachment B to its application and is 

recommending that they be deregulated. In addition to the reasons set forth in the 
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Q. 

A. 

deregulation section later in my testimony, these services have been classified as 

competitive for anywhere from 12 to 15 years. Deregulation of these services is a logical 

next step. 

B. THE ARIZONA LOCAL EXCHANGE MARKET 

1. Summary 

WHAT TYPES OF PROVIDERS COMPETE WITH CENTURYLINK IN THE 

ARIZONA LOCAL EXCHANGE VOICE MARKET? 

As described below, the telecommunications market in Arizona is exceptionally 

competitive, and the mix of competitive telecommunications alternatives continues to grow 

and evolve. Traditional competitors such as Cox Communications (“Cox”) (the major 

cable company serving much of CenturyLink’s Arizona territory including Phoenix and 

Tucson), along with a number of CLECs (such as Integra, tw telecom, PAETEC and Level 

3) continue to aggressively compete with CenturyLink. At the same time, intermodal voice 

services from wireless companies such as AT&T, Verizon, Sprint and T-Mobile and Voice 

over Internet Protocol (“VoIP”) services from companies like Vonage and Google are 

rapidly gaining a significant share of the telecommunications market in the state. Arizona 

consumers and businesses have numerous alternatives to meet their local voice calling and 

broadband needs. The Arizona telecommunications market is becoming more competitive 

every day, and there is no reason to conclude that this explosion of competitive alternatives 

will subside as new technologies are developed and customer preferences evolve. 

CenturyLink’s “market power” is constrained by competition today, and the market power 

of the combined company will continue to be constrained by increasing competition in the 

fiture. 
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Some of these competitors offer services to customers via the purchase of wholesale 

services from CenturyLink (including unbundled network elements, CenturyLink Local 

Services Platform (“CLSP”), Special Access, and the resale of CenturyLink’ s retail 

services) while many other competitors, including cable providers, wireless carriers and 

certain CLECs, offer services to customers over their own facilities. CenturyLink’s 

wireline services also face competition from non-voice services such as email, texting, 

internet communication and social networking sites. These services provide users with the 

ability to communicate instantly across a wide variety of platforms and customer 

equipment. 

Q. PLEASE DESCRIBE THE IMPACT OF THIS COMPETITION ON 

CENTURYLINK ACCESS LINES IN ARIZONA. 

As competition for voice communications services has increased, CenturyLink has 

experienced a significant decline in access line volumes. Between December 2001 and 

December 201 0, CenturyLink (Qwest) retail access lines in Arizona declined 54%, from 

2.832 million to 1.295 m i l l i ~ n : ~  

A. 

Residential retail access lines have dropped 61% and business retail access lines have dropped 36% over this time 
frame. 
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CenturyLink Arizona Retail Access Lines* 
(Thousands) 

2,900 

2,400 

1,900 

1,400 

900 

400 
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

*Internal CenturyLink Data (end of year) 

While CenturyLink has experienced a steady decline in residential and business access 

lines over the past decade, U.S. Census data shows that both households and the number of 

people in Arizona have increased. The population of Arizona increased from 5,304,417 in 

July 2001 to 6,595, 778 in July 2009; an increase of 24.3%? The number of households in 

Arizona increased from 2,259,938 in July 2001 to 2,752,991 in July 2009 (the latest data 

available); an increase of 21.8%.6 

As Arizona has experienced a significant growth trend, demand for voice communications 

services in Arizona has increased apace. FCC data shows that in the western U.S. (as well 

See: htto://www.census.eov/~or,estlstates/tablesn\JST-EST2009-01 .XIS 

See: http:Nwww.census.eov/pouest/housinpltables~-EST2008-01 .xlsl 
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1 as nationally), household expenditures for telephone service have increased steadily each 

2 year since 2001,7 even as CenturyLink (Qwest) revenues have declined. However, despite 

3 the large upward trend in households, population, and telephone service expenditures by 

4 the public, CenturyLink’ s retail residential access line base in Arizona has fallen sharply 

5 since 2001. These divergent trendlines show that consumers are increasingly taking 

6 advantage of the expanding array of competitive alternatives ‘ to CenturyLink’s wireline 

7 voice telephone services. As CenturyLink’s access lines decline, consumers are 

8 increasingly meeting their telecommunications needs via services provided by cable 

9 telephony providers, wireless providers, Voice over Internet Protocol (“VoIP”) providers 

10 and CLECs. 

11 

12 

13 

14 ARIZONA? 

15 

16 

17 

18 

Q. CAN YOU ESTIMATE HOW COMPETITION IN ARIZONA HAS IMPACTED 

CENTURYLINK’S SHARE OF THE LOCAL VOICE TELEPHONE MARKET IN 

A. Yes. While CenturyLink does not have access to the confidential access line and other data 

from its competitors, we have estimated our voice market share and the share of our 

competitors based on FCC data and survey data compiled by consulting firm Centris.8 

2 

See: Reference Book of Rates, Price indices, and Household Expenditures for Telephone Service Industry, FCC 
Analysis & Technology Division, Wireline Competition Bureau, 2008, Table 2.1. See: 
httr,:llhraunfoss.fcc.eovledocs ~ubiiclattachmatchiDOC-284934A1.~df 

Centris is a marketing science firm that provides services to CenturyLink and other companies. On its web site, 
Centris states: “Our ongoing survey programs, local market models and advanced analytic skills supplement the 
research departments of many of the world’s leading communication and entertainment companies.” Centris 
focuses on the voice, video and data markets. See: httu:/’/www.centris.com/home.html. 
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Q. 

A. 

PLEASE DESCRIBE THE FCC’S VOICE MARKET DATA FOR ARIZONA. 

The FCC compiles voice connection data for ILECs, CLECs and wireless providers every 

six months, and presents this data in its Local Competition Report. This report clearly 

demonstrates that CenturyLink and other ILECs’ share of the voice market in Arizona has 

declined significantly over the past decade as customers have moved to cable, wireless, 

CLEC and VoIP options. Based on the latest FCC report (using December 201 0 data), the 

ILEC share of Arizona voice telecommunications connections (including residence and 

business lines) is now only 18.4%, as compared to 15.6% for non-ILECs (including 

reporting V o P  providers) and 65.9% for wireless  provider^.^ The trends in the migration 

of customers from CenturyLink and other ILEC providers to other wireline and wireless 

providers over the past ten years is demonstrated by the following chart: 

Arizona Share of Subscriber Voice Connections 
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Local Telephone Competition: Status as of December 31, 2010; Industry Analysis and Technology Division, 
Wireline Competition Bureau, October, 201 1, tabies 12, 13 & 17. 
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The fact that consumers have multiple local service options, including cable telephony, 

wireless services and VoIP-based services-and have been utilizing these options at an 

increasing rate-is also revealed by the FCC subscribership penetration data. When the 

FCC evaluates telephone subscribership (and develops penetration percentages), it 

considers all local exchange options, including wireless, cable and VoIP-since these are 

real voice telephone options available to consumers.” As delineated in the chart below, in 

the past decade the telephone subscriber penetration rates in Arizona have remained 

relatively steady even as CenturyLink has been consistently losing access lines. This 

demonstrates that if a customer is dissatisfied with CenturyLink’s rates (or any other aspect 

of CenturyLink’s service) he or she is likely to move to a competitive option rather than go 

“phoneless.” The following chart shows CenturyLink’s decline in Arizona residential 

access lines along with the FCC’s Arizona penetration rate since 2000:’’ 

lo The FCC’s Current Population Survey (“CPY), which is used to develop telephone penetration data, asks the 
following question:“Does this house, apartment, or mobile home have telephone service from which you can both 
make and receive calls? Please include cell phones, regular phones, and any other type of telephone.” And, if the 
answer to the first question is “no,“ this is followed up with, “Is there a telephone elsewhere on which people in this 
household can be called?“ If the answer to the first question is ‘‘yes,” the household is counted as having a telephone 
“in unit.” If the answer to either the first or second question is ”yes,” the household is counted as having a telephone 
“available.“ Telephone Subscribership In The United States (Data through July 2010), Industry Analysis and 
Technology Division, Wireline Competition Bureau, Federal Communications Commission, Released: May, 201 1, 
pp. 2-3, See: http://hraunfoss.fcc.gov/edocsqubl~c/a~achmatc~OC-306752A1 .pdf 

” Id., Table 3 



1 

2 

3 

4 

5 

6 Q. 

7 

8 A. 

9 

10 

11 

+Telephone Penetration +Qwest Res. Access tines 

Arizona Corporation Commission 
Docket No. T-01051B-11-0378 

CenturyLink 
Direct Testimony of Robert Brigham 

January 25,2012, Page 17 

s 

Qwest Arizona Access Lines 

Arizona Telephone Penetration 
(FCC Subscrlbershlp Data) 

vs. 

99 

97 s .  
E 

a 

.E Y 95 
c) 

93 

91 
0) 

0 c 8 a9 
2 87 

a5 

21 00 

1900 

1700 

1500 

1300 

1100 

900 

700 

500 

This chart clearly demonstrates that Arizona consumers have been purchasing cable 

telephony, wireless or VoIP-based services as a substitute for CenturyLink services. 

HAS CENTURYLINK ESTIMATED ITS SHARE OF THE CONSUMER AND 

SMB’~  VOICE MARKETS IN ARIZONA? 

Yes. CenturyLink retained the consulting firm Centris to estimate voice market share for 

CenturyLink and its competitors in the consumer, small business and mid-sized business 

market in Arizona. 

Small and Medium sized business 
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1 Q. PLEASE DESCRIBE CENTURYLINK’S CONSUMER MARKET SHARE DATA 

2 FOR ARIZONA. 

3 

4 

5 

6 

A. The Centris data is based on occupied households within the CenturyLink serving area in 

Arizona, and shows the share of these households that purchase voice service from 

CenturyLink, cable companies, other VoIP providers and CLECs. Centris also identifies 

occupied households without any voice service. Centris summarizes its methodology as 

7 follows: 

8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

Centris provides a data collection, data integration, modeling and reporting 
platform for computing estimates of market size, market share and associated 
metrics at local levels of geography. A number of these metrics are estimated by 
provider: (1) This platform combines extensive market research with industry 
analysis to ensure that the Centris estimates line up with published business 
intelligence, company reports and other market and industry analyses; (2) The 
process uses multiple layers of geography to provide projections of behavior by 
provider and location; (3) For all product areas, Centris starts with assigning 
occupied households to the Legacy Qwest footprint and then overlays cable 
boundaries to provide the ability to look at Legacy Qwest by competitor. (4) 
Absolute subscriber numbers and detailed flow share analysis are readily 
available. For voice. Centris uses over a million LIDB (Line Information 
Database) lookups to determine phone provider by local geography. Next 
Centris uses Legacy Qwest subscribers, surveys and other data to set state and 
footprint level constraints. Then Centris models voice demand (ILEC, CLEC, 
cable voice, wireless only, VoIP) 

25 

26 The Confidential Version of my testimony which follows discloses data that Centris 

27 

28 

29 

developed using the methods described above; it does not rely on carrier confidential 

information from the Applicant or from the other carriers. The confidentiality protection is 

asserted to protect Centris’ proprietary work product. 

30 

31 The data demonstrate that the CenturyLink share of the consumer voice market has been 

32 declining over the past several quarters, and that as of the third quarter of 2011, 
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CenturvLink urovided voice service to [begin confidential1 

confidential] It is important to note that the “wireless only” share includes only 

households that do not have wireline services at all; thus, the many CenturyLink 

households with both a wireline and wireless phone are included in the CenturyLink 

will Discuss Cox in more detail later in my testimony. 

Note that the CLEC and VoIP shares in the Centris consumer share study are small. The 

CLEC share is small because (1) it does not include the cable providers such as Cox, who 

l3 The CenturyLink share estimated in the Centris study is higher than the 18.4% ILEC share estimated with the 
FCC data primarily because the Centris study counts CenturyLink households that have both a wireline phone and a 
wireless phone as a wireline household. The FCC share is based on an analysis that counts each wireline and 
wireless connection separately, regardless of whether or not the household has both wireline and wireless service. 
Thus, if a household has a wireline phone and a wireless phone, the FCC analysis would count one wireline 
connection and one wireless connection, rather than simply one wireline connection. In addition, there may be some 
differences in the characteristics of CenturyLink and other ILEC areas. 
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are stated separately, and (2) most of the traditional CLECs operating in Arizona are 

focused on marketing services to business customers rather than the consumer market. The 

VoIP share is small because it does not include cable providers such as Cox who may 

provide managed VoIP servi~es.’~ 

HAS CENTRIS IDENTIFIED RECENT TRENDS IN THE CONSUMER VOICE 

MARKET IN ARIZONA? 

Yes. Recent trends in the Centris consumer study are delineated in Confidential Exhibit 

RHB-1. This exhibit provides CenturyLink share data for several quarters, and also shows 

the share for each cable provider. This exhibit demonstrates the trend of declining 

CenturyLink share, along with increasing cable and wireless-only share. 

WHAT DO YOU CONCLUDE REGARDING THE CONSUMER MARKET? 

Roughly two-thirds of the consumer households in the CenturyLink serving area in Arizona 

are not utilizing CenturyLink for voice services. This is clearly a very competitive market 

where alternative providers are successfully offering functionally equivalent or substitute 

services that have allowed these providers to gain significant market share at the expense of 

CenturyLink. In this environment, CenturyLink has very limited market power. 

HAS CENTRIS IDENTIFIED ANY MARKET SHARE DATA FOR THE SMALL 

AND MEDIUM BUSINESS (“SMB”) VOICE MARKET IN ARIZONA? 

Yes. Centris has estimated the share of the Arizona wireline voice market for CenturyLink 

(legacy Qwest) and its  competitor^.'^ However, importantly, this study does not show the 

14 

15 

Managed VoIP services utilize private networks, and do not traverse the public internet. 

Legacy CenturyLink entities do not provide service in Arizona. 
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impact of wireless competition in the SMB market, and therefore does not include a full 

analysis of the entire SMB voice market. The study shows that for the second quarter of 

2011, the Centu Link share of the small business wireline voice market was [begin 

[end confidential] and the CenturyLink share of the medium business 

=I6 [end confidential] While this data wireline market was [begin confidential] 

confidential] d 
provides a picture of the wireline SMB market, it is entirely reasonable to assume that 

many small businesses also utilize wireless service in their businesses. Therefore, these 

wireline market shares, if unadjusted for wireless, grossly overstate CenturyLink’ s share of 

total voice connections in the SMB market. 

The major wireline competitors in these markets are Cox, Integra, XO and tw telecom. I 

will discuss these competitors later in my testimony. Confidential Exhibit RHB-2 includes 

the Centris wireline market share data for the small and medium-sized business markets. 

Q. ACCORDING TO THE CENTHS DATA, THE CENTURYLINK MARKET 

SHARE IS LARGER THAN THE SHARE IN THE CONSUMER MARKET. DOES 

THAT MEAN THAT THE SMB MARKET IS NOT COMPETITIVE? 

No. First, as described above, the Centris SMB data does not include the impact of 

wireless services in the SMB market. However, even if CenturyLink retains a larger share 

of the SMB voice market than of the consumer market today, the market segment is 

nonetheless very competitive, and CenturyLink has already lost a significant share to 

competitors such as Cox, Integra, XO, tw telecom, Level 3 and PAETEC. Numerous 

CLECs offer functionally equivalent or substitute services and compete vigorously with 

A. 

l6 Small business is defined as firms spending 41,500 i month (ex-wireless) and Mid Markets are firms spending 
between $1,500 and $5,0001 month (ex-wireless) 
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CenturyLink in this segment, and CenturyLink's market power is constrained. 

describe some of these competing providers below. 

I will 

Q. HAS CENTURYLINK CONDUCTED A MARKET SHARE ANALYSIS FOR THE 

LARGE BUSINESS VOICE MARKET IN ARIZONA? 

A. CenturyLink has not conducted a market share analysis of the large business market that is 

specific to Arizona. However, the large business (Enterprise) market should be viewed 

within a larger context, since many large business customers operate in multiple states, 

sometimes with nationwide telecommunications contracts. CenturyLink does have data 

from market research firms that show the nature of the large business market, and provide 

national market share estimates. National research firm IDC has found that in 20 1 1, AT&T 

and Verizon dominated the national large business voice segment, with market shares of 

[begin confidential] = [end confidential] respectively. The legacy Qwest entity 

end confidential] of the voice market with held a share of only [begin confidential] 

Sprint and XO holding [begin confidential] 'I [end confidential]. 

research firm Atlantic ACM found that in 2010, AT&T held [begin confidential] 

[end confidentiallof the business total wireline market while Verizon held [begin 

.all [end confidentiallof this market, and CenturyLink [begin confidential] 

[end confidential] 

Q. HAS THE COMMISSION PREVIOUSLY DETERMINED THAT THE 

ENTERPRISE MARKET IN ARIZONA IS COMPETITIVE? 

Yes. In a proceeding to consider the CC&N for QCC, the Commission determined that 

QCC's entry into the large business market would enhance competition, by providing 

competition for the two dominant firms in the market, Verizon and AT&T: 

A. 
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Staff stated in its Supplemental Testimony that given the competitive nature 
of the Enterprise Market in the larger metropolitan areas in Arizona, QCC’s 
entry into that market should not have an adverse impact on competition [ 

In the recent CenturyLink-Qwest merger proceeding, CenturyLink and Qwest witnesses 

explained that the merger would help competition in Arizona because the combined 

company would be better able to compete in the large business market with AT&T and 

Verizon: 

Q. WILL THE COMBINED ENTITY BE BETTER ABLE TO 
COMPETE IN THE NATIONAL TELECOMMUNICATIONS 
MARKET? 
Yes. From a national perspective, the combined company will be 
significantly larger than each company alone, and as described above 
and in the testimony of Mr. Glover, will have significantly more 
financial resources and an enhanced ability to attract capital. These 
resources, along with increased scale and scope, will allow the combined 
entity to adapt to changes in the marketplace, and to better compete 
nationally with the larger well-capitalized players in the market such as 
AT&T, Verizon, Comcast and many others. In particular, the post- 
merger entity will have more resources to compete with AT&T and 
Verizon in the enterprise business market. For total year 2009, Qwest 
total Business Markets Group revenues were $4.09 billion, compared to 
business revenues of $14.74 billion for AT&T and $14.98 billion for 
Verizon. In terms of business revenues for 10 of Qwest’s top 
competitors, Qwest’s share of the business market is less than lo%, 
compared to 33% each for AT&T and Verizon. The Transaction will 
provide the post-merger entity with the additional financial strength, 
scale and scope economies and geographic coverage to better compete 
with these providers, offering state-of-the-art innovative services to large 
business and government customers throughout the country.I8 (footnotes 
omitted) 

A. 

32 

Decision No. 68447, Paragraph 58. 

l8 Testimony ofMr. James P. Campbell on behalf of Qwest, DOCKETNO. T-01051B-10-0194, et al, May 21, 
2010, pages 14-15. 
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Q. WHAT DO YOU CONCLUDE? 

A. The large business or Enterprise voice market is still dominated by Verizon and AT&T, 

and CenturyLink is clearly not dominant in this market. Customers have the alternative to 

purchase services from AT&T, Verizon, CenturyLink and other carriers who are 

increasingly focused on the large business market, such as Cox, tw telecom, XO, PAETEC, 

Level 3 and others. CenturyLink does not possess market power in this segment. 

I will now describe the competitive market in Arizona in more detail. 

2. Wireline competition 

a. Cable Telephony 

Q. PLEASE DESCRIBE TELEPHONE COMPETITION BY CABLE COMPANIES IN 

ARIZONA. 

Cable companies provide phone service (along with video and high speed internet) 

throughout CenturyLink’s Arizona serving territory. Cox is the major cable company, 

offering digital telephone and broadband service to customers in many parts of the state, 

including the greater Phoenix and Tucson areas. Other cable companies operating in 

Arizona that provide telephone service include Comcast, Time Warner Cable, Cable One, 

Mediacom and Suddenlink. Comcast serves some areas north of Tucson; Time Warner 

Cable serves the Yuma area; Cable One serves many mid sized cities such as Chino Valley, 

Cottonwood, Globe/Miami, Safford and W inslow; Mediacom serves Nogales; and 

Suddenlink serves the Flagstaff and Sedona areas. As shown in Confidential Exhibit RHB- 

3, the data available to CenturyLink shows that cable telephony service is now available to 

A. 
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customers in at least 11 6 of CenturyLink’s 132 wire centers in Arizona,” and these wire 

centers comprised 98.4% of CenturyLink’s access lines in Arizona as of December 31, 

2010.*O Thus, cable telephone service is now available to the vast majority of CenturyLink 

customers in Arizona. 

Q. HOW DO CABLE COMPANIES PROVIDE VOICE SERVICE IN ARIZONA? 

A. Cable companies provide telephone service over their own coaxialhber facilities, and 

sometimes partner with wholesale providers such as Level 3 to offer a complete array of 

local telephone services. The voice services provided via cable telephony include local 

calling, long distance calling and calling features, and are functionally equivalent to the 

services that are offered by CenturyLink. Some cable providers use VoIP-based 

technology, but these are managed services that do not utilize the public internet. For 

example, Cox claims that “Cox Digital Telephone is not an Internet telephone service. 

Rather, in some markets, it uses Internet Protocol (LP) technology to transport phone calls 

over its private, managed IP-based data network, never transversing the public Internet or 

even requiring a broadband connection.”21 Since cable telephony providers utilize their 

own networks and facilities, they do not rely on CenturyLink wholesale network elements 

in the provision of their telephone services. 

Cox, Cable One, Suddenlink, Time Warner and other cable companies offer a broad range 

of telecommunications services to residential and business customers in Arizona, as 

Based primarily on FCC data, with input from a database provided by Pitney-Bowes, provider web sites and 
CenturyLink field teams. 

2o While cable providers serve at least some customers in these communities, each company may not offer services 
to all of the areas served by CenturyLink in each wire center. 

Cox Digital Telephone Fact Sheet, See: htt~:iicox.mediaroom.comiindex.~h~?s=65 
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described below. These offerings demonstrate that cable service providers see the 

provision of telephone service as a key ingredient in their strategy to expand their customer 

bases and improve revenue streams by driving up the number of customers purchasing 

multiple services in addition to cable television service. 

Q. HOW DOES COX COMMUNICATIONS (“COX”) COMPETE WITH 

CENTURYLINK IN ARIZONA? 

A. Cox is the third largest cable company in the U.S., with 6 million cable subscribers, 3.9 

million high speed internet customers and over two million digital voice customers.” Cox 

claims to be one of the largest cable telephony providers in the United States, and connects 

more than 50 million phone calls per day on its network.23 In Arizona, Cox provides 

service to residential and business customers throughout the Phoenix and Tucson 

metropolitan areas. Confidential Exhibit RHI3-3 shows the CenturyLink wire centers that 

are served by Cox  communication^.^^ Based on this data, Cox serves a geographic area 

within Arizona encompassing 83 CenturyLink wire centers that account for approximately 

81.6% of the CenturyLink retail access lines in Arizona.25 Cox competes with 

CenturyLink via its extensive hybrid coaxial cable and fiber network, along with Cox- 

owned switches. Cox has described its operation in Arizona as follows: 

Cox Communications serves nearly 3 million residential and business product 
subscribers in Arizona (a product subscriber represents an individual service 

22 

23 Id. 

24 The data in Confidential Exhibit RHB-3 is based primarily on FCC data (see: 
htto://transition.fcc.eov/mblen~ineerindliststate.html) with input fiom a database provided by Pitney-Bowes, 
provider web sites and CentruyLink field team observations. 

’5 While Cox at least some customers in each these wire centers, it may not offer services to all geographic areas 
within each wire center. 

htt~:llcox.mediaroom.com/index,~h~?s=65, visited 1-17-12 
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purchased by a customer). In metro Phoenix, Cox serves approximately 2.5 
million product subscribers. In Southern Arizona, Cox serves approximately 
400,000 product subscribers. Cox’s 18,000-mile hybrid fiber coaxial cable 
network throughout Phoenix and Southern Arizona provides homes and 
businesses with digital television, high speed Internet, home networking, high 
definition television and digital telephone service. Cox Arizona offers integrated 
wireless services too.26 

Since Cox is a private company, it is not required to release financial information publicly, 

and thus CenturyLink does not have access to detailed financial or operating data for Cox 

operations. However, consistent with Cox’s claim of serving nearly 3 million product 

subscribers in Arizona, CenturyLink estimates that Cox provides voice services to well 

over 500,000 residence and business customers in the state. 

Cox offers a broad range of telecommunications services to residential, small business and 

Enterprise business customers in its serving area, and has enjoyed significant success in 

marketing its Digital Telephone service to these residential and business customers. 

Q. PLEASE DESCRIBE HOW COX COMPETES WITH CENTURYLINK IN THE 

CONSUMER MARKET. 

Cox Communications has become a major competitor of CenturyLink in the voice, video A. 

and high speed internet markets in Arizona. Focusing just on the voice market, Centris 

estimates that as of the second quarter of 201 1, Cox served [begin confidential] 

[end confidential] consumer voice lines in ArizonaY7 as compared to the 7 19,000 consumer 

lines served by CenturyLink in Arizona for the same time period. Thus, Cox alone now 

has almost as many consumer voice lines as CenturyLink in Arizona. The huge presence 

of Cox in the Arizona consumer voice market by itself clearly demonstrates that 

See: http:/fwww.cox.cornfarizondvressii~Cox PressKit v24.pdf, visited 1-17- 12 26 

27 This is consistent with Cox’s claim that it has 2.5 million product subscribers in Arizona, as noted above. 
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CenturyLink is no longer the dominant voice provider in the state. There is no basis to 

regulate CenturyLink more heavily than Cox, when Cox now holds almost the same share 

of the consumer voice market as CenturyLink in Arizona. 

PLEASE DESCRIBE THE SERVICES COX OFFERS TO RESIDENTIAL 

SUBSCRIBERS. 

Cox provides voice services that are directly comparable to CenturyLink voice services in 

terms of price and functionality. Cox claims that “Customers typically save up to $120 a 

year with Cox Digital Telephone compared to services from companies such as AT&T, 

Owest, Verizon and Centurylink.”28 Cox offers its “Essential Plan” that includes unlimited 

local calling, Busy Line Redial, Caller ID, Call Waiting and Call Waiting ID for only 

$19.99 per month, with free installation. Cox also offers a “Premier Plan” for $34.99 per 

month which includes unlimited local and long distance calling, the features listed above, 

plus Voice Mail, Call Forwarding, Call Forwarding-Busy, Call Forward-No Answer, Call 

Return, Priority Ringing, Three Way Calling, Selective Call Acceptance, Selective Call 

Forward and Selective Call Rejection, along with free in~tallation.~’ 

ARE THESE OFFERINGS COMPARABLE TO THE SERVICES OFFERED BY 

CENTURYLINK IN ARIZONA? 

Yes. CenturyLink offers stand-alone residential local exchange service, with unlimited 

local calling with no calling features for $13.18, with added charges for a la carte 

 feature^.^' Like Cox, CenturyLink offers packages that include features and long distance 

~ 

28 Cox Digital Telephone Fact Sheet, See: http:llcox.mediaroom.comlindex.~hp?s=65 

29 See: http:llww2.cox.comlresidentiaWarizona/phoneluhone-plans.cox, visited 1- 17- 12. 

30 For example, the  a la carte charge is  $9.00 for Caller ID Name and Number and $4.80 fo r  Call Wait ing (Price Cap 
Tariff No. 2, Section 5.4.3). 

http:llww2.cox.comlresidentiaWarizona/phoneluhone-plans.cox
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calling. The CenturyLink Home Phone package, priced at $35 per month, includes local 

service with unlimited calling plus eleven features. The customer may specify features or 

order the recommended package that includes Caller ID, Call Waiting ID, Voice Mail, 

Three Way Calling, Last Call Return, Call Rejection, Call Forwarding, Easy Access, No 

Solicitation, Call Following (Remote Access Call Forwarding), and Selective Call 

F o ~ a r d i n g . ~ ’  The CenturyLink Home Phone Unlimited plan offers unlimited local and 

long distance calling plus the eleven features for $45 per month. 

DOES COX HAVE “THE ABILITY . . . TO MAKE FUNCTIONALLY 

EQUIVALENT OR SUBSTITUTE SERVICES READILY AVAILABLE AT 

COMPETITIVE RATES, TERMS, AND CONDITIONS” AS DEFINED BY RULE 

1108(E)? 

Absolutely. Cox offers services that are functionally equivalent and directly substitutable 

with CenturyLink services. Both carriers offer basic local calling, and packages that 

include features and/or unlimited long distance. These offerings are viewed as functionally 

equivalent substitutes by consumers, and are priced at levels that are designed to compete 

with each other. 

DO COX AND CENTURYLINK BOTH OFFER BUNDLES OF SERVICES AT 

DISCOUNTED RATES? 

Yes. Both Cox and CenturyLink offer discounts for customers that bundle telephone 

service with high speed internet and video services. Cox offers bundles of phone, internet 

and video service for as low as $75 per month for the first six months and $100.96 

31 Price Cap tariffNo. 2, Section 5.9.1, or see: 
htt~s:l/shor,.centun/-link.comlMasterWebPortal/freeR~pe/shodShopNC viewNCBundlesPape?Phone=true 
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thereafter.32 CenturyLink offers bundles of phone, internet and video (DirecTV) for as low 

as $94.94 per month. Both companies offer additional bundles with added functions (e.g., 

faster internet speeds, more video channels) at higher prices. Cox and CenturyLink market 

bundles to attract and retain customers, and such offerings are the hallmark of a 

competitive market. 

Q. DOES COX COMPETE WITH CENTURYLINK IN THE BUSINESS MARKET IN 

ARIZONA? 

Yes. While in its early years Cox primarily provided phone service to residential 

customers, it has increasingly focused on expanding its reach to the businesses market. In 

fact, Cox has established a separate marketing division, Cox Business Services, focused 

specifically on the small, medium and Enterprise business market segments. In December 

2010, it announced that “Cox Business, the company division that provides voice, data and 

video services for business customers, will surpass $1 billion in annual revenue by the end 

of this week.” 33 Cox Business provides voice, data and video services for “more than 

260,000 small and regional businesses, including healthcare providers, K- 12 and higher 

education, financial institutions and federal, state and local government organizations” and 

claims that it “is currently the seventh largest voice service provider in the U S .  and 

supports more than 800,000 business phone lines.”34 

A. 

32 https:lisecure.cox.comiservicelStorelOrderNow.aspx?ft=y&cc=sa-all~addressform&campcode=sa- 
all-addressform&address=&apt=&zip=8 50 16 

33 Cox Press Release, 12-10-10. See: httu://cox.mediaroom.com/index.uh~?s=43&item=5 19 

34 Cox Press Release, 12-10-10. See: http://cox.mediaroom.com/index.ph~?s=43&item=5 19 
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Q. HAS COX GAINED A SIGNIFICANT SHARE OF THE BUSINESS MARJCET IN 

ARIZONA? 

A. Yes. According to the Centris data, when considering just wkeline services, Cox has 

realized an [begin confidential] [end confidential] share of the small business market 

and an [begin confidential] # [end confidential] share of the mid-size business market 

in Arizona. Cox is also actively markets services in the Enterprise (large business) market, 

although CenturyLink does not have data available to define Cox’s share of this market. 

Q. 

A. 

WHAT TYPES OF SERVICES DOES COX OFFER TO BUSINESS CUSTOMERS? 

Cox is offering voice telephone service, digital trunks, Centrex service, long distance and 

“toll free” services, private line service (DS1, DS3 and OC3 to OC192), transparent LAN 

service, virtual private network service, metro and optical ethernet and business video 

service in Arizona.35 The “Cox Business” website describes the many options available to 

business customers of all sizes. Cox focuses on the real estate, government and education 

sectors, as well as other businesses. 

To illustrate Cox’s presence in the Phoenix MSA business market, the Cox website 

contains a number of “case studies” that describe business customers that purchase Cox 

services in Phoenix, as well as in other parts of its United States serving area. For example, 

Cox inked a contract with Shea Properties, a major real estate firm in the Phoenix area. 

The following description appears on the Cox Website: 

35 See: http:llww2.cox.comlbusinesslarizonaihome.cox, , visited 6-17-1 1. 

http:llww2.cox.comlbusinesslarizonaihome.cox
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Shes Properties 

Scottsdale, Arizona 

History: “Partnering with Cox Business has increased the value of our projects 
because it’s provided a service the buyers and tenants want, which is essential for 
their businesses.” Jim Riggs - President, Shea Commercial Properties 

Services Provided: PRI Di ita1 T-1, Full T-1 to Internet, Flat Business Telephone 
Line, Cox Business Internet !All 

Located in Scottsdale, Arizona, Shea Commercial Properties is the largest office 
condominium developer and brokerage firm in the greater metropolitan Phoenix area, 
with properties in Arizona and Nevada. Standing out in a crowded market is 
important to developers, and Shea wanted to provide tenants with offices that were 
fully equipped with a variety of Voice, TV and Data services. Shea needed a reliable, 
responsible carrier to provide that support. 

Solutions: Cox Business’ broadband telecommunications platform provided the high- 
quality, scalable services Shea’s tenants required without high upfront costs or long 
installation delays. So the companies partnered together to design, build and market 
the communications infrastructure for a new Shea development, a 16-building 
complex called Sundown Ranch. 

Cox Business acquired the necessary easements and approvals to pull broadband 
wiring onto the property, while advising Shea on how best to wire each building. 
Shea incorporated sufficient space for Cox Business’ interior and exterior equipment 
into the site plan. Cox Business then worked with the new tenants from the beginning 
to develop specific programs that fit their respective needs. That was a tremendous 
selling point for Shea and a great benefit to the tenants.36 

Cox has also signed a contract to provide “state-of-the art” facilities to the Phoenix school 

district: 

36 See: h~:llww2.cox.com/businesslarizonalindustrieslreal-estatelcs-rea-sheaproverties.cox 
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Phoenix Elementary School District 

Phoenix, Arizona 

History: Cox Communications@ brings state-of-the-art connectivity to the Phoenix 
Elementary School District. 

At the simple click of a mouse or tap of a computer key, students in the Phoenix 
Elementary School District have the world at their fingertips at the highest possible 
Internet speed available thanks to a new partnership with Cox Business. Cox Business 
just inked a deal with the Phoenix Elementary School District to provide the district's 
connectivity, meaning high speed Internet beginning in July. 

Solutions: "This partnership so greatly increases connectivity and bandwidth size that 
when teachers use the Internet as an instructional tool, the speed will increase by 100 
percent and in some cases even faster. It's a phenomenal tool for the students to use in 
the classrooms," says Torn Lind, the director of instructional technology for the 
district. 

There are 15 schools in the Phoenix Elementary School District and a number of 
administrative offices and sites, which Cox Business will link together. The schools 
will communicate back and forth on a private network that links them together, and 
will allow information to go out to all of the district's schools simultaneously from a 
central location. 

"Cox is very pleased to be providing high speed Internet services and state-of-the-art 
technology to the students and teachers of Arizona. This is a win-win partnership for 
everyone, especially and most importantly the students," says Mike Petty, vice 
president for Cox Business. 

Results: There are approximately 7,900 students in the Phoenix Elementary School 
District and 500 teachers. It's the oldest school district in Phoenix, which will now be 
outfitted with the newest and best possible technology. Just last week, J.D. Power and 
Associates' released its 2006 Major Provider Business Telecommunications Data 
Services StudySM. It ranked Cox Business the "Highest in Business Satisfaction 
With SmallNidsize Data Service Providers" in the nation.37 

This provides just a sampling of Cox's presence in the Arizona business and government 

market. Of course CenturyLink's marketing department is well aware of the competitive 

37 See: htto:ilww2.cox.comibusinessiarizonaiindustriesieducationics-edu-uhoenixelementarv.cox 
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pressures applied by Cox in the Phoenix MSA, as CenturyLink is competing every day 

with Cox. In fact, CenturyLink has lost numerous competitive bids to Cox in the Phoenix 

MSA, especially in the government and education sector. 

DOES COX POST PRICES FOR ITS BUSINESS SERVICES ON ITS WEB SITE? 

Cox does post prices for some basic business voice plans on its web site, but in many cases, 

Cox, like CenturyLink, provides services to businesses on a contract basis. Therefore, 

unlike in the consumer market, it is difficult to directly compare prices on a public basis. 

WHAT OTHER CABLE COMPANIES COMPETE WITH CENTURYLINK IN 

THE AFUZONA VOICE MARKET? 

As described above, CenturyLink competes with Cable One, Suddenlink, Comcast and 

Time Warner in Arizona. Confidential Exhibit RHB-3 shows the wire centers where these 

providers compete with CenturyLink. In the areas each company serves, they offer voice 

services (along with cable and high speed internet) to residence and business customers. 

Like Cox, they offer packages and bundles that directly compete with CenturyLink’s 

offerings. For example, in Flagstaff, Suddenlink offers voice service bundled with high 

speed internet service for $75.00 per month and voice service bundled with video for 

$80.00 per month (for the first twelve months).38 In Yuma, Time Warner offers voice 

services for $29.99 per month for unlimited local calling and features, $39.99 per month for 

unlimited in-state calling and features, and $49.99 per month for unlimited nationwide 

calling and features. Voice service is only available if the customer also has internet or 

video service.39 

38 See: htt~://ww.suddenlink.com/teleuhone/, visited 1-17-12. 

39 See: httr,://www.timewamercable.comlYuma-E1Centro/supuo~ratesuricing.html, visited 1-1 7-12. 
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WHAT DO YOU CONCLUDE REGARDING CABLE TELEPHONY 

COMPETITION LN ARIZONA? 

It is clear that the economic conditions in the telephone market in Arizona have been 

greatly impacted by the cable industry’s push into the voice market. With voice, cable TV 

and high speed internet, cable companies can offer a full bundle of services using their own 

facilities. As demonstrated above, cable providers-especialiy Cox-have gained a 

significant and growing share of the voice market by offering “functionally equivalent or 

substitute services readily available at competitive rates, terms and conditions.” 

b. Other Competitive Local Exchange Providers (“CLECs”) 

WHAT OTHER WIRELINE PROVIDERS COMPETE WITH CENTURYLINK IN 

THE ARIZONA VOICE MARKET? 

According the data on the Commission’s web site, there are almost 70 CLECs certificated 

to provide competitive telecommunications services in Arizona4’ and almost 60 Resale 

Local Exchange Carriers (“RLECs”) certificated to provide resold CenturyLink services in 

Ar i~ona .~’  While not all certificated providers currently offer voice services in Arizona, in 

addition to Cox and other cable providers, CenturyLink believes there are at least 40 

unaffiliated CLECs4’ actively competing with CenturyLink for customers in Arizona, 

including AT&T, Verizon, Integra, PAETEC, XO Communications, Level 3, tw telecom, 

40 See: httD://www.azcc.poviDivisions/Utitiities/Utility Listiclec list.udf 

41 See: htt~://~.azcc.gov/Divisions/Utilities/UtiIitv Listirlec listndf 

42 This number counts a CLEC with multiple subsidiaries only once. For example, Mountain Telecommunications, 
Electric Lightwave and Eschelon are all subsidiaries of Integra, and are counted as only one provider. 
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Granite, 360 Networks and many smaller CLECs. Most of these CLECs are primarily 

focused on serving business customers. In many cases these carriers provide service using 

their own facilities and in other cases they provide service via the leasing of CenturyLink 

facilities (e.g., resale, CenturyLink Local Services Platform (“CLSP”) or Unbundled Loops 

(UNE-L). CLECs are serving business and governmental customers of virtually all sizes. 

Confidential Exhibit RHB-4 provides data obtained by CenturyLink from Pitney-Bowes, 

which shows the CLECs that are operating in each CenturyLink Arizona wire center.43 

The data show that CLECs are competing in each of the 132 wire centers in the 

CenturyLink Arizona serving area, and in most cases, there are multiple CLECs providing 

service in each wire center. 

I will now briefly describe a few of the many CLECs that compete with CenturyLink in 

Arizona. 

Q. PLEASE DESCRIBE HOW INTEGRA COMPETES WITH CENTURYLINK. 

A. Integra-who acquired Eschelon, Mountain Telecommunications and Electric 

Lightwave-is now a major player in the Arizona business market. While Integra is 

focused on the Phoenix and Tucson markets, it has a presence in the vast majority of 

CenturyLink’s wire centers in Arizona. Integra is a facilities-based CLEC providing a 

range of services to small, medium and Enterprise business customers, including voice 

services (basic business voice lines, long distance services, ISDN PRI, SIP Solutions), high 

speed internet access, dynamic T- 1 bundles, Ethernet services, MPLS VPN, Private Line, 

43 Please note that some cable providers are included in the Pitney-Bowes data. 
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1 

2 Integra: 

3 

Server Collocation, Managed PBX Services and Private line services.44 According to 

4 
5 
6 
7 
8 
9 

10 
11 
12 

Integra Telecom Inc. connects business by providing enterprise-grade 
networking, communications and cloud solutions to business and carrier 
customers in 1 1 Western states, including: Arizona, California, Colorado, 
Idaho, Minnesota, Montana, Nevada, North Dakota, Oregon, Utah and 
Washington. The company owns and operates a nationally acclaimed, best-in- 
class fiber-optic network consisting of a 5,000-mile high-speed long-haul fiber 
network and a 3,000-mile metropolitan access network including 
approximately 1,900 fiber-fed buildings.45 

13 Regarding the Arizona market, lntegra has stated: 

14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

Integra Telecom has served the Phoenix business community since 2006 when it 
acquired the customers and network assets of Electric Lightwave. Integra furthered its 
presence in the Arizona market in 2007 upon acquiring Eschelon Telecom. Integra 
Telecom of Arizona now employs more than 200 telecom professionals in its Phoenix 
office who deliver the company’s unique brand of local customer service. The 
competitive telecom provider offers businesses a full range of business-class 
telecommunications products ranging from business phone lines to broadband 
Internet and private network solutions in more than twenty communities within the 
greater Phoenix metropolitan area. 

Integra Telecom is one the largest competitive telecom providers in the nation, 
serving more than 130,000 businesses in 11 primarily Western states. 

28 
29 
30 
31 
32 
33 Arizona telecom infrastructure. 

Intema Telecom Inc. . . . has expanded its best-in-class fiber-optic network to four 
new Central Arizona communities, including Paradise Valley, areas of northern 
Phoenix, Scottsdale and Chandler. Integra‘s latest expansion, combined with its 
recent Broadband Internet launch, increases the company’s reach to include nearly 
30,000 new businesses and re resents a $5 million investment in the company’s 

4! 

See: htt~:iiwww.intepratelecom.com/uroductsl, visited 1-23-12. 

Integra Press release, January 19,2012. See: 

44 

45 

httu://www.intematelecom.com/about/news/uress release articled20 1201 20 Integra NationwideVoice.pdf, visted 
1-23-1 2 .  

46 Integra Press Release, August 24, 2009, see: 
httu://www.integratelecom.com/about/news/uress release articles/Summer%2009 Arizona%20Exuansion FINAL. 
&f, visited 1-24-12. 
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Integra has been expanding its reach in Phoenix and elsewhere, in order to serve small, 

medium and large business customers: 

In the first half of the year (201 I), Integra has extended its fiber network to nearly 
300 additional commercial buildings - marking a 20 percent increase in on-net 
buildings since the beginning of the year. The push to expand its network and 
increase the number of fiber-fed buildings is part of Integra’s approach to support the 
needs of enterprise-level customers that demand sophisticated, high-capacity, fiber- 
based solutions. “Integra has grown by providing service to thousands of srnall-to- 
medium sued business customers,” said Steve Zimba, chief marketing officer of 
Integra Telecom. “Now we are aggressively augmenting our world-class fiber 
network in order to serve demanding, high bandwidth customers such as data centers, 
regional headquarters and multi-tenant business parks.” This expansion is part of 
Integra’s $52 million year-long plan to leverage its fiber network to zrovide 
wholesale, enterprise and carrier-class high bandwidth products and services. 

Q. HOW DOES TW TELECOM COMPETE WITH CENTURYLINK IN ARIZONA? 

A. tw telecom (which changed its name from Time Warner Telecom on July 1, 2008) is a 

facilities-based CLEC operating in 75 markets encompassing 30 states, including the 

Phoenix and Tucson areas.48 tw telecom provides services to all sizes of business, but is 

increasing focused on the Enterprise market. It provides voice services, Ethernet services, 

IP and managed services, security services and transport and wavelength  service^.^' tw 
telecom describes itself as follows: 

For nearly 20 years, tw telecom has delivered managed data, Internet and voice 
networking solutions to businesses and large organizations throughout the U.S . As 
one of the three largest providers of Business Ethernet in the nation, we connect more 
commercial buildings to our national fiber network than anyone else. We provide 
managed network services specializing in Business Ethernet, IP VPN, converged, 

47 Integra Press release, July 25,201 1. See: 
httu:i/www.intematelecom.com/aboutinews/uress release articles/Fiber%20Ex~ansion%20uress%20rele 
ase FINAL%207.21.1 l . ~ d f ,  visited 1-23-12 

See: http://m.twtelecom.com/whv-tw/, visited 1-23-12. 48 

49 See: h~://www.twtelecom.com/telecom-solutions/voice-solutions/, visited 1-23- 12 

http://m.twtelecom.com/whv-tw
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Internet access, transport data networking, voice, VoIP, and security to enterprises, 
large organizations and communications services companies alike.50 

In its 2010 annual report, tw telecom reported that it “delivered strong comprehensive 

results for the year, as we sequentially grew revenue for the 25th consecutive quarter, 

substantially increased net income, generated ongoing cash flow and . . . expanded our 

already strong annual Modified EBITDA margin to 36.4%, and at the same time absorbed 

costs for future growth initiatives.” 

Q. HOW DOES XO COMMUNICATIONS COMPETE WITH CENTURYLINK IN 

ARIZONA? 

A. XO Communications is an active participant in the Phoenix and Tucson 

telecommunications markets, serving customers in the small business, medium business 

and Enterprise markets. XO Communications operates a “nationwide multi-terabit network 

that delivers industry-leading ll’ and network solutions at the fastest speeds available 

today.” Its network includes “nationwide IP and transport networks, metro networks, 

broadband wireless access and connectivity to global service locations for door-to-door 

delivery of customer traffic nationwide and around the ~ o r l d . ” ~ ‘  XO offers a full slate of 

business communications services, including VoIP and SIP trunking, traditional local and 

long distance voice, cloud communications, managed PBX and conferencing. XO also 

offers network services including high speed internet access, MPLS IP-VPN, Ethernet 

VPLS, Ethernet Access services, collocation and fixed wireless. XO also offers Security 

Services and Hosted IT  service^.^' 

50 See: htte:liwww.twtelecom.comiabout-us/, visited 1-23-12. 

51 See: http://www.xo.com/aboutiPagesloverview.asux, visited 1-23-12. 

52 See: httu:llwww.xo.comlserviceslPagesioverview.asux, visited 1-23-12 

http://www.xo.com/aboutiPagesloverview.asux
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XO states that it has approximately one million miles of metro fiber, a 19,000-route mile 

nationwide inter-city fiber network, nearly 1,000 central office collocations, more than 

3,300 fiber-fed buildings on-net, more than 50 collocation facilities nationwide, a fully 

peered Tier 1 IP network with more than 100 private and public peering relationships, 28- 

31 Ghz broadband wireless spectrum in 75 markets and more than 28 billion VoIP minutes 

per year. 53 

XO has been expanding its network in the Phoenix area. In November 2010 it made the 

following announcement: 

XO Communications (OTCBB: XOHO) today announced an expansion of its 
metro network coverage across Phoenix. The initiative demonstrates XO 
Communications’ strategy to expand its presence in existing XO@ markets in 
order to serve more enterprise customers with its award-winning IP-based 
communications and managed network solutions and exceptional customer 
experience. 

By expanding the reach of its 19,000-mile nationwide network and 
establishing additional points of presence across the Phoenix metropolitan 
area, XO Communications is now able to serve thousands of new businesses 
and offer them a more competitive alternative for their local and nationwide 
communications and networking needs. The expansion increases XO 
Communications’ reach across the eastern metropolitan area of Phoenix in 
Chandler, Gilbert and Mesa, adds more than 130 route miles to the XO 
network, and provides direct access to 200 additional buildings. In addition, 
XO Communications has also deployed Ethernet over copper technology 
more broadly across its network in Phoenix in order to offer more businesses 
scalable, high-speed Ethernet access over last mile copper.54 

~~ 

53 See: httu:liwww.xo.comiaboutPa~esloverview.asux, visited 1-23-1 2. 

54 XO Press Release, November 9,2010. See: httu:l/www.xo.comlaboutlnews/Paaesl5Ol .asux, visited 1-23-12. 
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Q. 

A. 

HOW DOES AT&T COMPETE WITH CENTURYLINK IN ARIZONA? 

AT&T is not an incumbent local exchange carrier in Arizona, but it operates as a CLEC 

and IXC, with a primary focus on serving business customers. AT&T, the largest telecom 

company in the U.S., offers a wide range of telecommunications services to small, medium 

and enterprise business customers, as well as governmental customers in Arizona. AT&T 

has substantial fiber network facilities in Arizona, and provides services using both its own 

facilities and via the purchase of wholesale services from CenturyLink. 

AT&T also offers local voice service to consumers in some areas. For example, in 

Phoenix, AT&T offers its “One Rate USA” plan that includes unlimited local and domestic 

long distance calling from home, and a choice of 4 calling features for $55.95 per month. 

AT&T also offers a plan with unlimited local calling and a choice of two features for 

$3 1.95 per month, with long distance options available based on calling needs.55 Of course 

AT&T also offers wireless services in Arizona, as described below. 

Q. 

A. 

PLEASE DESCRIBE HOW VERIZON COMPETES WITH QWEST IN ARIZONA. 

Like AT&T, Verizon is not an incumbent local exchange carriers in Arizona, but it 

operates as a CLEC and IXC, with a primary focus on serving business customers. Verizon 

is the largest telecom company in the U.S. and offers a wide range of telecommunications 

services to small, medium and enterprise business customers, as well as governmental 

customers in Arizona. Verizon, who purchased MCI several years ago, also has a 

substantial fiber network in Arizona, and provides services using both its own facilities and 

via the purchase of wholesale services from CenturyLink. 

55 See: htt~://www.local.att.com/echannel/ureorder/offeroverv~ew.~su:ChannelSession=yhNyP~G82!2077 135790, 
visited 1-24-12. 
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Verizon does offer local voice services to the consumer market through its MCI subsidiary, 

which offers the MCI “Neighborhood” residential local service packages. The three MCI 

Neighborhood packages available to residential customers in Arizona are priced based on 

the geographic location and the number of long distance minutes included in the plan. All 

three packages include Call Waiting, Caller ID, Voicemail and Online Message Center. In 

Phoenix, the lowest priced package includes 200 minutes of long distance for $47.99 per 

month and the highest priced package includes unlimited long distance for $59.99 per 

month.56 

WHAT DO YOU CONCLUDE REGARDING COMPETITION FROM CLECS? 

As described above, and has depicted in Confidential Exhibit RHB-4, there are numerous 

CLECs competing with CenturyLink in Arizona (Rule 1108.B.2), and CLEC services may 

be purchased in any of CenturyLink’s Arizona wire centers. CLECs are able to “make 

functionally equivalent or substitute services readily available at competitive rates, terms 

and conditions” for business and consumer customers (Rule 1108.B.5). CLECs can easily 

enter and exit the market, and can offer services by purchasing UNEs or resold services 

from CenturyLink, or by building their own facilities (Rule 1108.B.6). They may also 

enter the market by purchasing wholesale facilities from other CLECs, or by purchasing 

facilities from fiber providers such as SRP Telecom and Zayo Group that operate in 

Arizona. 

56 See httu://consumer.mci.com/TheNeiehborhood/res local serviceiistdioin plans.isp?subDartner=DEFAULT, 
visited 1-24-1 1. 
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3. Wireless Competition 

Q. IS COMPETITION FROM WIRELESS PROVIDERS FLOURISHING IN 

ARIZONA? 

Yes. According to the FCC’s Local Competition Report, as of December 2010 there were 

5.285 million wireless subscribers in Arizona, while there were only 2.730 million 

wirelines (both ILEC and ~ o ~ - I L E C ) . ~ ~  In fact, wireless lines have increased 143% in 

Arizona from only 2.171 million in June 2001.58 The FCC data shows that the wireless 

share of the total access line market has grown significantly over this timeframe, as 

described earlier in my testimony. While wireless subscribers have increased dramatically 

CenturyLink access lines (residence and business) in Arizona dropped 52% over the same 

time frame-from 2.832 million in December 2001 to 1.295 million in December 2010. 

The following graph shows the relationship of wireless connections, total wirelines and 

CenturyLink access lines in Arizona: 

A. 

57 Local Telephone Cornpetition: Status as of December 31, 2010; Industry Analysis and Technology Division, 
Wireline Competition Bureau, October 201 1, tables 8 & 17. 

58 Id., table 14. 
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Arizona Total Wireline vs. Wireless Lines* 
(thousands) 
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Based on FCC and CenturyLink internal data 

Most Arizona consumers, except those in extremely remote areas, have wireless options. 

Exhibit RHB-5 provides a map showing the areas served by CenturyLink, along with the 

areas with known wireless coverage in Arizona. It may be observed that there are very few 

areas within CenturyLink wire centers boundaries where there is no wireless coverage, and 

this occurs only in the most sparsely populated areas. For example, in the Grand Canyon 

exchange that is located in north central Arizona, we have not identified any wireless 

coverage, but the bulk of the wire center is located in a very sparsely populated National 

Park. In addition, we show no wireless coverage in the Gila Bend wire center in southwest 

central Arizona, but this wire center is very sparsely populated, with less than one housing 

unit per square mile. Similarly, we show no wireless coverage in the Kearny, Hayden and 

Dudleyville wire centers that are east of Phoenix and north of Tucson, but these wire 
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1 centers also have less than one housing unit per square mile. Small portions of the 

2 Winslow, Tubac, Willcox, Maricopa, Benson, Wickenberg and Superior wire centers also 

3 

4 

show no wireless coverage, but the areas not served are also areas with less than one 

household per square mile. Thus, very few Arizonans actually live in the areas without 

5 wireless service. 

6 

7 In fact, the vast majority of CenturyLink customers have multiple wireless options. Exhibit 

8 RHB-6 contains a map prepared by the FCC showing the number of wireless providers 

9 throughout Arizona. It is readily apparent that there are four or more wireless carriers in 

10 most of the areas served by CenturyLink, and in the majority of other areas there are at 

11 least three carriers. Mobile services are provided by AT&T, Verizon, T-Mobile, Sprint, 

12 Cricket and other providers. 

13 

14 Q. DOES CENTURYLINK PROVIDE WIRELESS SERVICE IN ARIZONA? 

15 

16 

17 

A. No. In the past, legacy Qwest provided Qwest-branded wireless service in Arizona through 

a resale agreement with Sprint, utilizing the Sprint network. This agreement expired in 

2009 and thereafter legacy Qwest signed an agreement with Verizon to offer Verizon 

18 Wireless service to Qwest customers, and bill the service on the customer’s Qwest bill. 

19 This arrangement remains in place today with the post-merger CenturyLink entity. The 

20 

21 

service is branded as Verizon Wireless, and is designed to provide CenturyLink wireline 

customers with a wireless option as part of a CenturyLink service bundle.59 When a 

22 customer disconnects his or her CenturyLink service and becomes a wireless-only 

23 customer, CenturyLink will lose the customer, even if he or she subscribes to Verizon 

24 Wireless. 

59 This arrangement is similar to the agreement CenturyLink has in place to offer DirecTV service as part of a 
bundle of services. 
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1 

2 Q. PLEASE DESCRIBE THE WIRELESS CARRIERS CURRENTLY OPERATING 

3 

4 

IN THE STATE OF ARIZONA. 

The large national wireless companies, including AT&T, Verizon, Sprint, T-Mobile and A. 

5 Cricket each have a large presence in Arizona. Exhibit RHB-7 provides maps for each of 

6 these carriers that show the wireless coverage area overlaid on the CenturyLink serving 

7 territory in the state. It may be observed that AT&T, Verizon, T-Mobile and Sprint provide 

8 services across the vast majority of CenturyLink’s serving area, and therefore nearly all 

9 customers can choose from multiple wireless providers. Cricket also serves much of 

10 

11 

12 

CenturyLink’s serving area, but its reach is smaller. There are also smaller regional 

wireless carriers providing service in Arizona, primarily in more rural areas. For example, 

Cellular One offers service in much of northeastern Arizona and Mohave Wireless offers 

13 service in northwestern Arizona. 

14 

15 

16 

Q. PLEASE DESCRIBE THE TYPES OF VOICE PRICING PLANS AVAILABLE 

FROM THE MAJOR WIRELESS CARRIERS IN ARIZONA. 

17 A. Wireless carriers today offer a number of voice plans that are competitive with 

18 CenturyLink local exchange service, and these plans start at about $30 per month, 

19 including several features. For example: 

20 

21 

22 

23 

24 

25 

. T-Mobile offers its “500 minute Value-talk” voice plan for $34.99 in Arizona, 

which includes 500 “whenever” minutes and unlimited weekend minutes with no 

long distance or roaming charges, and several calling features. Additional plans 

are available to add text and data, and additional voice minutes. For example, a 

text and talk plan with 500 voice minutes and no data is available for $39.99 per 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

month, and an unlimited talk and text plan is available for $49.99. Various 

amounts of data may be added for additional charges; the “Unlimited Value - 

Ultra” plan includes unlimited voice and data plus 10 GB of high speed data for 

$104.99!’ Family plans and pay-as-you-go voice plans are also available.61 

. Sprint offers a multitude of voice options, including its “Basic” wireless plan with 

200 “anytime” minutes, unlimited night and weekend calling and free nationwide 

long distance for $29.99 per month. Sprint offers a plan with 450 “anytime” 

minutes for $39.99 per month and an “unlimited” plan for $99.99 per month, with 

no usage restrictions.62 Sprint also offers family plans, and many text messaging 

and broadband data plans that utilize its 4G network. 

. AT&T Wireless offers a basic plan with 450 “anytime” minutes for $39.99 per 

month with 5,000 night and weekend minutes, no long distance charges, calling 

features, and no roaming charges. AT&T offers several other plans, including its 

900 minute plan for $59.99 per month, an unlimited voice plan for $69.99 per 

month, and a senior plan with 500 minutes for only $29.99 per month. AT&T 

also offers many 4G data and text messaging options. 63 

. Verizon offers a basic “Nationwide talk” voice plan with 450 “any time” minutes, 

calling features and no domestic long distance charges for $39.99 per month.64 

6o See: htto:/iwww.t-mobile.com/shouIPacka~es/ValuePackares.asux, visited 1-1 8-12. 

61 See: h~:iiwww.t-mobile.com/shop/~ians/Cell-Phone-Plans-Ove~iew.as~x?WT.z €€P=shop plans DL, visited 
1-18-12. 

62 See: httu:/lshot,.surint.com/mvsprintlshou/ulan/plan wall.isu?INTNAV=ATG:HE:Plans, visited 1-1 8-12. 

63 See: htt~:i/www.wireless.att.com/cell-uhone-serviceicell-uhone-olans/individual-cell-~hone- 
plans.isu? reouestid=70817, visited 1-18-12. 

See: httt,://www.verizonwireless.com/b2ci~lans/?~a~e=sin~le, visited I - 1 8- 12 
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1 

2 
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12 Q. 

13 

14 

15 A. 

16 

17 

18 

19 

20 

21 

22 

23 

Verizon also offers many other voice plans, including a 900 minute plan for 

$59.99 per month and an unlimited plan for $69.99 per month,65 and several 

family plans. Verizon also offers “talk and text” plans and several high speed 

data plans utilizing its 4G LTE network. 

These and a variety of other wireless plans provide an alternative to CenturyLink wireline 

service. Wireless carriers provide “functionally equivalent or substitute services readily 

available at competitive rates, terms and conditions,” and there are a significant “number of 

alternative providers of the service,” meeting the criteria of Rule 1108(B) in Arizona. As 

described below, many customers substitute wireless service for CenturyLink basic local 

exchange service. 

HAVE A SIGNIFICANT NUMBER OF TELEPHONE CUSTOMERS “CUT THE 

CORD,” RELYING SOLELY ON WIRELESS SERVICE TO MEET THEIR 

VOICE TELECOMMUNICATIONS NEEDS? 

Yes. The decline in CenturyLink landlines, coupled with the dramatic increase in wireless 

connections, demonstrates that Arizona customers increasingly view wireless phones as a 

substitute for wireline service, and that wireless phones are replacing wireline phones. In 

fact, a significant number of voice customers have already “cut the cord,” relying solely on 

wireless service to meet their telecommunications needs, and this trend is accelerating. 

According to a survey conducted by the National Center for Health Statistics (“NCHS”), in 

the first 6 months of 201 1, 31.6% of U.S. households did not have a traditional landline 

telephone, but did have at least one wireless telephone. The study states: 

65 Id. 
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More than 3 of every 10 American homes (3 1.6%) had only wireless telephones 
(also known as cellular telephones, cell phones, or mobile phones) during the 
first half of 201 1-an increase of 1.9 percentage points since the second half of 
2010. In addition, nearly one of every six American homes (16.4%) received all 
or almost all calls on wireless telephones despite also having a landline 
telephone. 66 

Thus, while 31.6% of households have already “cut the cord,” another 16.4 % of 

households are “wireless mostly” and use their wireless phone for nearly all calling. In 

total, these wireless only and “wireless mostly” households make up almost half (48%) of 

households. The chart below depicts how wireless-only households in the U S .  have 

increased, according to the NCHS study: 

66 Centers for Disease Control and Prevention, National Center for Health Statistics, Wireless Substitution: Early 
Release of Estimates From the National Health Interview Survey, January-June 201 1, released December 21,201 1, 
page 1. In the NCHS study, any households that has removed an additional landline telephone line in favor of 
wireless service but still retains at least one landline telephone line in the household is not considered “wireless 
only.” 
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*Based on Centerfor Disease Control (CDC ) data - NCHS 

There is little doubt that this trend will continue in the future, especially given the large 

amount of “wireless mostly” households that exist today. These customers are particularly 

likely to “cut the cord” in the future. 

Q. IS THERE A GREATER INCIDENCE OF CORD-CUTTING IN ARIZONA THAN 

IN THE NATION AS A WHOLE? 

Yes. On April 20, 201 1, the NCHS released a detailed analysis of its Wireless Substitution 

report-with state-specific data-for the January 2007 through June 20 10 timeframe. For 

the July 2009-June 2010 time period, the NCHS found that 29.4 of adult Arizona wireless 

households were “wireless only,” a significantly higher percentage of cord-cutting than the 

A. 
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1 

2 wireless only households.68 

national a~erage.~’ In fact, Arizona placed eleventh out of 50 states in the percentage of 

4 Q. 
5 

6 

7 A. 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 Q. 

19 

20 A. 

21 

22 

DOES THE ABILITY TO SUBSTITUTE WIRELESS SERVICE FOR WIRELINE 

SERVICE PLACE STRONG COMPETITIVE PRESSURE ON WIRELINE 

SERVICE PRICES? 

Yes. In areas where wireless alternatives exist-which includes nearly all of 

CenturyLink’s Arizona service territory-it is viewed as a viable local service alternative 

by a large number of customers. This fact is made clear by the growing number of 

consumers who have already “cut the cord” as well as the “wireless mostly” customers who 

are considering “cutting the cord.” The existence of wireless alternatives constrains 

CenturyLink’s ability to raise prices for wireline basic exchange service above market 

levels because such an increase would likely cause many customers to replace their 

wireline service with a wireless phone, thereby potentially reducing CenturyLink’ s 

profitability. Thus, wireless is an effective price-constraining substitute for wireline 

service. 

WHY WOULD “WIRELESS MOSTLY” HOUSEHOLDS BE PARTICULARLY 

LIKELY TO “CUT THE CORD” IN THE FUTURE? 

“Wireless mostly” households are particularly likely to “cut the cord” in the future because 

the customers already have a wireline phone and a wireless phone. Since such a customer 

is using his or her wireline phone less and less, he or she may start to question the value of 

67 Centers for Disease Control and Prevention, National Center for Health Statistics, Wireless Substitution: State- 
level Estimates From the National Health Interview Survey, January 2007-June 2010, released April 20.201 1, Table 
3. 

68 Id., Figure 2. 
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1 maintaining and paying for both a wireless and wireline phone, especially if wireline rates 

2 increase. Ultimately, a “wireless mostly” customer may decide to “cut the cord;” a 

3 scenario that is obviously occurring regularly as evidenced by the NCHS data. The 

4 behavior of these customers helps to constrain a wireline company like CenturyLink from 

5 

6 

raising rates above the appropriate market level. 

7 Q. FOR WIRELESS TO SERVE *AS A PRICE-CONSTRAINING SUBSTITUTE FOR 

8 WIRELINE SERVICES, MUST ALL CUSTOMERS VIEW IT AS A SUBSTITUTE? 

9 A. No. In various regulatory forums, some parties have argued that wireless service should 

not be considered to be a substitute for wireline service because a22 customers may not 

view it as a substitute. There is no doubt that some customers do not view wireless service 

10 

11 

12 

13 

14 

15 

16 

17 

to be a substitute for wireline service, and some of these customers may not want to give up 

their wireline phone under any circumstances. However, as long as there are enough 

customers willing to “cut the cord” (often called customers “at the margin”), this constrains 

CenturyLink’s prices. While wireless does not represent a substitute for all wireline 

customers, it is a functionally equivalent substitute for many customers-a fact proven by 

the large number of households that have already “cut the cord” and have become wireless- 

18 only. 

19 

20 Q. FOR WIRELESS TO SERVE AS A PRICE-CONSTRAINING SUBSTITUTE FOR 

21 WIRELINE SERVICES, DOES IT NEED TO BE IDENTICAL TO WIRELINE 

22 SERVICE? 

23 

24 

25 

A. No. Some parties have also argued that wireless service should not be considered to be a 

functionally equivalent substitute for wireline voice service because it is not identical to 

wireline service. They argue that since it is not identical, it is not functionally equivalent 
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and should not be considered as a competitive substitute. However, wireless service does 

not need to be identical to wireline service in order for it to befunctionally equivalent or 

serve as an effective substitute for wireline services that constrains CenturyLink’s retail 

wireline prices. There will always be some differences between wireline and wireless 

service in terms of quality of transmission, data capability, mobility, ergonomics, etc. For 

example, a wireless phone will always have more mobility than a wireline phone, and 

handsets are likely to be smaller. This does not mean that they are not substitutes for voice 

services. A simple non-telephone example may help to put this into perspective. One 

might argue that metropolitan bus service and subway service are not competitive 

substitutes for one another because they utilize different technologies, may charge different 

fares, run different routes to connect the same two points, take different amounts of time to 

connect the same two points and likely offer tangibly different levels of comfort and ease in 

the perception of some commuters. While the bus and subway are clearly not perfect 

substitutes for all commuters, there can be no doubt that bus use would increase if the 

subway authority significantly increased prices. Similarly, if the bus significantly raised 

fares, many would migrate to subway travel. 

The bottom line is that wireless does not have to be identical to wireline service, nor does it 

have to be a substitute for all customers, in order for it to constrain CenturyLink’s pricing 

of local exchange service and to limit CenturyLink’s market power. Wireless providers 

today are making “functionally equivalent or substitute services readily available at 

competitive rates, terms and conditions” meeting the Rule 1108.B.5 criterion, and 

CenturyLink’s market power is limited, meeting the Rule 1108.B.6 criterion. Since there 

are a number of wireless providers offering voice service, the criterion of Rule 1 108.B.2 is 

met, and in large part due to wireless services, CenturyLink’s share of voice connections 
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Q. 

A. 

has fallen to less than 20% (as described above), resulting in meeting the Rule 1108.B.2 

criterion. 

4. Voice over Internet Protocol (VOW) Competition 

PLEASE DESCRIBE VOICE OVER INTERNET PROTOCOL (“VoIP”) 

SERVICES. 

It is useful to describe VoIP services as either “managed” or “over-the-top.” Generally, 

cable companies offer “managed” VoIP-based services that are non-portable and that carry 

traffic over private managed networks, rather than the internet. Many other companies 

such as Vonage, Google and MagicJack offer “over-the-top” VoIP services, which rely on 

a third-party broadband connection, and transmit calls over the public internet. These 

companies often offer “portable” VoIP services that can be used over any high speed 

internet connection. Since cable VoIP services were addressed above, I will describe 

“over-the-top” VoIP services in this section. 

From a customer perspective, VoIP service functions in a manner similar to standard circuit 

switched telephony, and allows a customer to utilize a standard telephone set to originate 

and receive telephone calls using the same dialing patterns that are used for standard 

wireline telephone service.69 To utilize V o P  services, a customer must have a high speed 

connection, such as Digital Subscriber Line (“DSL”), a high-speed wireless connection, 

satellite broadband, or a cable modem. The FCC describes VoIP as follows: 

Interconnected VoIP service “( 1) [elnables real-time, two-way voice communications; (2) 

~~ 

VoIP setup is simple-a standard telephone is simply plugged into a VoIP adaptor (provided by the VoIP carrier), 
which is connected to a broadband internet modem. From the standpoint of the customer, VoIP works just like 
traditional phone service, except that it provides additional features and functionality. 
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[rlequires a broadband connection from the user’s location; (3) [rlequires IP-compatible 

customer premises equipment (CPE); and (4) [plerrnits users generally to receive calls that 

originate on the public switched telephone network and to terminate calls to the public 

switched telephone network.”70 

Q. DO VOIP-BASED SERVICES REPRESENT A VIABLE ALTERNATIVE TO 

TRADITIONAL VOICE SERVICES? 

Yes. VoIP telephone service is a rapidly growing communications technology that clearly 

represents a competitive alternative to traditional landline-based telephone services in 

Arizona. In fact, in a 2009 Order regarding IP-enabled services, the FCC recognized that 

A. 

VoIP-based services are increasingly replacing traditional wireline services: 

Consumers increasingly use interconnected VoIP service as a replacement for 
traditional voice service, and as interconnected VoIP service improves and 
proliferates, consumers’ expectations for this type of service trend toward their 
expectations for other telephone services.71 

.The FCC has also noted in its NPRM regarding Intercarrier Compensation and Universal 

Service, that “the emergence of VoIP provides another alternative to traditional wireline 

phone service”’* and that “consumer demand for VoIP services continues to increase.”’13 

More recently, in its Report and Order and Further Notice of Proposed Rulemaking in this 

’’ In the Matter of Connect America Fund A National Broadband Plan for  Our Future Establishing Just and 
Reasonable Rates for Local Exchange Carriers High-Cost Universal Service Support Developing an Unijied 
Intercarrier Compensation Regime Federal-State Joint Board on Universal Service Lifeline and Link- Up, WC 
Docket No. 10-90, GN Docket No. 09-51. WC Docket No. 07-135, WC Docket No. 05-337, CC Docket No, 01-92, 
CC Docket No. 96-45, WC Docket No. 03-109, Notice of proposed rulemaking and further notice of proposed 
Rulemaking, FCC 11-13, released February 9,201 1 (“ICC/USFNPRM’), footnote 923. 

”Report and Order, In the Matter of IP-Enabled Services, Federal Communications Commission, WC Docket No. 
04-36, Released: May 13, 2009,12 

ICCLJSF NPW n 503 
73 Id. n610 
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1 docket, the FCC found that “Interconnected VoIP services, among other things, allow 

2 customers to make real-time voice calls to, and receive calls from, the PSTN, and 

3 

4 

increasingly appear to be viewed by consumers as substitutes for traditional voice 

telephone services.’y74 In addition, as described earlier, the FCC includes VoIP-based 

5 

6 

7 

8 

9 

10 

11 

telephone service when it is developing telephone subscribership data, and the FCC now 

includes VoIP-based services in its Local Competition Report, where it includes the 

number of reported “End-User Switched Access Lines and VolP Subscriptions.” As noted 

in the most recent Local Competition Report, non-ILEC VoIP subscriptions in Arizona 

increased to 484,000 in December 201 0.75 VoP-based telephone offerings represent an 

increasing and significant form of competition for CenturyLink’s local exchange service. 

12 Q. IS THE PROVISION OF VOIP-BASED SERVICES INCREASING IN ARIZONA? 

13 

14 

15 

16 

17 

18 

19 

20 

A. While it is very difficult to obtain accurate subscribership information regarding VoIP 

services in Arizona, VoIP is clearly a rapidly growing communications technology that 

represents a competitive alternative to traditional landline-based telephone services. “Over 

the Top” VoIP-based telephone service, which is typically offered as a package that 

includes unlimited local and long distance service plus an array of calling features, is now 

readily available fiom a broad range of providers to any customer in Arizona that has high- 

speed broadband internet access. And it is clear that broadband availability and 

subscribership will increase over time, especially given the recent initiative by the FCC to 

74 In the Matter of Connect America Fund, A National Broadband Plan for Our Future, Establishing Just and 
Reasonable Rates for Local Exchange Carriers, High-Cost Universal Service Support, Developing an Unified 
lntercarrier Compensation Regime, Federal-State Joint Board on Universal Service, Lifeline and Link- Up, 
Universal Service Reform -Mobility Fund, WC Docket No. 10-90, GN Docket No. 09-51, WC Docket No. 07-135, 
WC Docket No. 05-337, CC Docket No. 01-92, CC Docket No. 96-45, WC Docket No. 03-109, WT Docket No. 10- 
208, Report and Order and Further Notice of Proposed Rulemaking, FCC 11-161, Released November 18,201 1, 
(“rcc/uSF Order”), 763. 

75 Local Telephone Competition: Status as of December 31, 2010; Industry Analysis and Technology Division, 
Wireline Competition Bureau, October 201 1, table 8. 
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provide universal service funding for broadband. In fact, the FCC acknowledged how 

increases in broadband availability will stimulate VoIP usage: “The deployment of 

broadband infrastructure to all Americans will in turn make services such as interconnected 

V o P  service accessible to more Ame~icans .”~~ 

Broadband access has been increasing rapidly in Arizona. According to the FCC’s latest 

High Speed Internet Report, ADSL broadband connections in Arizona have grown from 

53,489 in December 2001 to 552,000 in December 2010-an increase of over 900 percent, 

and cable modem broadband connections in Arizona have grown over this timeframe from 

151,916 to 1,161,000-an increase of over 600 percent.77 As of December 31, 2010, 

according to the FCC, there were 552,000 ADSL connections, 1,161,000 cable modem 

connections, 4,000 fiber connections, 24,000 fixed wireless broadband connections, 

1,487,000 mobile wireless broadband connections, and 16,000 other broadband 

connections, for a total of 3.264 million broadband  connection^.^^ Thus, the number of 

broadband connections in Arizona far exceeds the 1.295 million total CenturyLink basic 

exchange access lines that were in service in Arizona on December 31, 2010. According to 

the FCC, as of December 2010, high speed internet access was available to 88% of ILEC 

residential end-user premises and 99% of cable residential end-user premises in Arizona, 

and 67% of Arizona residential households had a high speed internet connection from one 

of the 74 broadband providers in the state.79 Thus, competitive broadband services are now 

76 ICC/USF Order, 167 

77 High Speed Services for Internet Access: Status as of December 31,2010, FCC Industry Analysis and 
Technology Division, Wireline Competition Bureau, October 201 1, Table 18, and High Speed Services for Internet 
Access: Status as of December 3 1,2007, FCC Industry Analysis and Technology Division, Wireline Competition 
Bureau, January 2009, Tables 11 & 12.. 

78 High Speed Services for Internet Access. Status as of December 31, 201 0 ,  FCC Industry Analysis and 
Technology Division, Wireline Competition Bureau, October 201 1, Table 18.. 

79 Id, Tables 24, 16 and 23. 



Arizona Corporation Commission 
Docket No. T-01051B-11-0378 

CenturyLink 
Direct Testimony of Robert Brigham 

January 25,2012, Page 58 

1 

2 

3 

4 

5 Q. 
6 

7 A. 

8 

9 

10 

11 

12 

13 

14 

15 

16 Q. 

17 

18 A. 

19 

20 

21 

22 

23 

24 

25 

widely available from multiple providers in Arizona, and these services have been 

embraced by a rapidly increasing number of customers. Each broadband connection 

represents an existing or potential VoIP subscriber. 

CAN CENTURYLINK DSL CUSTOMERS SUBSCRIBE TO VoIP TELEPHONE 

SERVICE PROVIDED BY ANOTHER PROVIDER? 

Yes. CenturyLink DSL service subscribers have the option of utilizing their DSL 

connection to subscribe to VoIP service from another provider, in lieu of traditional 

CenturyLink local exchange services. Residential and business customers within 

CenturyLink’s service territory in Arizona may subscribe to CenturyLink DSL service on a 

“stand-alone” basis (i.e., they are not required to subscribe to standard CenturyLink local 

exchange service as a precondition to subscribing to CenturyLink DSL service). These 

customers may order VoIP telephone service from a wide range of non-Centurylink VoIP 

providers as a replacement for CenturyLink basic exchange service. 

PLEASE PROVIDE EXAMPLES OF SOME OF THE VOIP-BASED TELEPHONE 

SERVICE OFFERINGS AVAILABLE IN ARIZONA. 

Numerous companies offer VoIP services in Arizona, including Vonage, Lingo, 8x8 , 

MagicJack, VoIP.com, viatalk, Intalk, Phonepower, Callcentric, VoIPYourLife and many 

others. There are numerous pricing plans and services available for residential and 

business customers. Vonage offers “Vonage World” service for $14.99 per month ($9.99 

for the first three months), which includes unlimited domestic usage and unlimited calls to 

60 countries, Voicemail, Caller ID, Call Waiting, Anonymous Call Block, 3-Way-Calling 

and many other standard features, online account access and portability (“Take your 

Vonage adapter anywhere there’s a high-speed Internet connection and use your service just 

http://VoIP.com
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1 like at home.”) Vonage also offers its “U.S. & Canada 300” plan for $1 1.99 per month that 

2 includes 300 minutes of outbound local and long distance home phone service across U.S., 

3 

4 

Canada and Puerto Rico, with 5 cents for each additional minute, along with the same 

features listed above.80 Lingo offers numerous plans, starting with the “America 250” 

5 which includes 250 minutes to the U.S. and Canada, with 4 cents for each additional 

6 

7 

8 

9 

10 

11 

12 additional business-related features. 

minute. The plan includes over 20 calling features, fi-ee activation and a free adapter, with 

no annual contract. The Lingo “America Unlimited” plan provides unlimited calling in the 

U.S. and Canada for $21.95 per month (first month free), with the same features as the 

“America 250” plan. Lingo also offers international plans such as the “World Unlimited” 

plan with unlimited calls to 45 countries for $23.95 per month (first month free), including 

the features described above.81 Other providers offer similar plans, and many carriers offer 

13 

14 Q. WHAT DO YOU CONCLUDE REGARDING COMPETITION FROM “OVER 

15 THE TOP” VOIP PROVIDERS? 

16 VoIP providers offer very attractively priced phone sevices today; these are “functionally 

17 equivalent or substitute services readily available at competitive rates, terms and 

18 conditions” meeting the Rule 1108.B.5 criterion. As with cable, CLEC and wireless 

19 competition, this limits CenturyLink’s market power, meeting the Rule 1 108.B.6 criterion. 

20 There are dozens of VoIP providers offering voice service to Arizonans, meeting the 

21 criterion of Rule 1108.B.2. 

22 

A. 

8o See: httu://www.vonaee.com, visited 1-24-12. 

81 See: httu:l/www.lingo.com/voiu/residential/world.is~, visited 1-14-12. 

http://httu://www.vonaee.com
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C. COMPETITION AND PRICING 

Q. GIVEN THIS COMPETITIVE ENVIRONMENT YOU HAVE DESCRIBED, 

SHOULD THE COMMISSION CLASSIFY ALL RETAIL SERVICES AS 

COMPETITIVE BASED ON THE CRITERIA IN RULE 1108? 

Yes. It is in the competitive environment described above, where customers have multiple 

voice options, that CenturyLink must set prices for its retail services, service, in response to 

market conditions. CenturyLink must set rates at levels that allow for the recovery of costs 

and investment in the network, while operating within competitive price constraints. If 

prices are set too low, CenturyLink may not cover costs or be profitable. If prices are set 

too high, CenturyLink may experience a mass exodus of customers to the competition, with 

a potential loss in profitability. In this proceeding, CenturyLink seeks the flexibility to 

price local exchange services and other regulated services at price levels that are 

appropriate given current competitive market conditions in Arizona. 

A. 

Q. DOES THE NEARLY UBIQUITOUS AVAILABILITY OF CABLE TELEPHONY, 

WIRELESS SERVICE AND VOIP-BASED SERVICES PROVIDE PROTECTION 

FOR ARIZONA CONSUMERS? 

Yes. Residential local exchange service rates in Arizona are low8* and CenturyLink 

believes that the flexibility to increase or decrease rates is warranted. However, if 

customers are unhappy with any CenturyLink price increase, they may easily move to a 

competitor’s services-whether cable, another CLEC, wireless or VoIP. This is the way 

competitive markets work, and this disciplines CenturyLink’s prices. If CenturyLink sets 

A. 

’* CenturyLink QC residential local exchange rates in Arizona are the lowest in the 14 state legacy Qwest region. 
Please see Exhibit RHB-8. 
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rates too high, then customers will simply leave CenturyLink for another option. In this 

way, the competitive market protects Arizona retail consumers. 83 

For example, the threat of a customer “cutting the cord” constrains CenturyLink’s local 

exchange prices. If CenturyLink sets local exchange rates too high, many customers will 

simply disconnect their wireline phone and use their wireless phones for all calls. Many 

customers already use their wireless phone for most calls, and a rate increase that 

consumers perceive to be unreasonable would cause CenturyLink to lose more customers 

to the competition, exerting pressure on CenturyLink to provide a competitive response, 

including the consideration of a reduction of rates. Thus, wireless competition, along with 

cable telephony, CLEC and VoIP-based competition protects Arizona residential customers 

from unreasonable rate increases, where “unreasonable” is determined by the market. 

.’ 

83 This point was underscored by Chairman Pierce during the September 6,201 1 Open Meeting in connection with 
the application by Cox to increase its maximum rates under R14-2-1109. 
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IV. REQUEST FOR DEREGULATION PER A.R.S. §40-281@) 

A. THE DEREGULATION CRITERIA 

THE APPLICATION STATES THAT THE SERVICES LISTED IN ITS 

ATTACHMENT B SHOULD BE DEREGULATED, PURSUANT TO A.R.S. 5 40- 

281(E). PLEASE STATE THE CRITERIA FOR DEREGULATION.84 

The Application identifies the following criteria that should be applied to a request for 

deregulation of services, based on A.R.S. 4 40-281(E) and Article 15, 4 2 of the Arizona 

~onstitution:’~ 

1. Whether the service constitutes “transmitting messages or furnishing public 

telegraph or telephone service’’ under Article 15, $2 of the Arizona Constitution; 

2. Whether the service is presently an essential and integral part of “transmitting 

public telegraph or telephone service;” 

3. Whether the service is clothed with a public interest, such as to make the rates, 

charges, and methods of provision a matter of public concern; and 

4. Whether the service is a common carriage operation. 

I will refer to these as the “four deregulation criteria” in the balance of my testimony. 

As stated earlier in my testimony, I will testify about the criteria for deregulation based upon my knowledge of the 84 

public policy considerations, the history of telecom regulation, my familiarity with the modem circumstances 
prevailing in the industry, and my knowledge of the CenturyLink services and tariffs in the State of Arizona. While 
I am not an attorney, my testimony will be given in the context of the legal criteria stated in the Application and the 
understanding of those criteria that I hold as a regulatory manager. 

a5 See Application, page 9. 
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Q. FROM YOUR PERSPECTIVE AS AN EXPERT IN TELECOM REGULATION 

AND PUBLIC POLICY, ARE THE FOREGOING QUESTIONS THE RIGHT 

QUESTIONS FOR THE COMMISSION TO ASK AS IT CONSIDERS 

CENTURYLINK’S DEREGULATION REQUEST? 

Yes. I believe these are the right criteria to be explored in this case, as they provide the 

Commission with a very workable way to test whether deregulation is appropriate, using 

the concepts expressed in the words of the Arizona Constitution, the statute, and court 

cases. The four deregulation criteria are closely interrelated, and in some ways similar and 

overlapping. I agree with the statement in the Application that all of the criteria should be 

answered in the affirmative before rate regulation should apply. 

A. 

Q. PLEASE STATE YOUR VIEWS ON THE MEANING OF THE FIRST 

CRITERION AND THE LAST CRITERION REGARDING COMMON CARRIER 

OPERATION. 

As stated in Article 15, $2 of the Arizona constitution, the activity that defines a company 

as a public service corporation in Arizona is “transmitting messages or furnishing public 

telegraph or telephone service.” In applying Article 15, 5 2, Arizona courts have spoken of 

“transmitting messages for the public” and equated this with the concept of a “common 

A. 

carrier.” American Cable Television, h c .  v. Arizona Pub. Serv. Co., 143 Ariz. 273. 693 

P.2d 928 (Ct. APP. 1983). The meaning of the term “common carrier” has been well 

established in common law; according to national telecom experts the term means an entity 

that holds itself to the public for hire on general terms.86 

86 Federal Broadband Law, John Thorne, Peter Huber, Michael Kellog, , Little Brown and Company, 1995., p. 292. 
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A public service corporation transmitting messages for the public becomes a regulated 

entity subject to the jurisdiction of the Commission; but such regulation does not extend to 

pricing regulation of services not involved in “transmitting messages for the public.” It is 

important to carefully parse the wording into its two components. First, is the service 

“transmitting messages?” Second, are such services offered indiscriminately to everyone 

who wants to hire them (i.e., the public)? That is, is the provider “holding out” the service 

to the public, or “making [it] generally available?” If not, there is no justification for 

subjecting the services to regulation. 

Q. BASED ON THESE CRITERIA, ARE THERE SOME SERVICES THAT SHOULD 

NOT BE SUBJECT TO COblMISSION REGULATION? 

A. Yes. Many of the services for which CenturyLink seeks deregulation are not public 

services that are offered indiscriminately to anyone who wants to hire them. For example, 

obsolete services which are provided only to grandfathered users, and circuits or channels 

which are dedicated to the exclusive, private use of a single user (and physically distinct 

from the common channels which form the public network) fit within this description. 

Further, many of the services for which CenturyLink seeks deregulation do not constitute 

the “transmitting” of messages.” These services are discussed further below. 

This requirement is stated more specifically in the second criteria for deregulation. 
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Q. PLEASE EXPLAIN THE MEANING OF THE SECOND CRITERION FOR 

DEREGULATION, I.E., WHETHER THE SERVICE IS PRESENTLY AN 

ESSENTIAL AND INTEGR4L PART OF “TRANSMITTING MESSAGES OR 

FURNISHING PUBLIC TELEGRAPH OR TELEPHONE SERVICE.” 

This factor builds on the first. If a service meets the first condition-i.e., that it constitutes 

“transmitting messages for the public,” then under this test we look to see if the service is 

essential or integral to that endeavor. In that context, a service is essential if the message 

transmission cannot be provided without it, and is integral to the message transmission if 

the service cannot reasonably be separated from the message transmission. Many of the 

services for which CenturyLink requests deregulation are not essential or integral to 

transmitting messages. For example, consider Missed Call Return, whereby a subscriber 

can dial a code that places a call to number of the last phone that called the subscriber. 

While the service may be a handy convenience, the functionality cannot by any stretch of 

the imagination be considered essential to the placing and receiving of telephone calls. 

Services that are not an essential and integral part of “transmitting public telegraph or 

telephone service” are discussed further below. 

A. 

Q. PLEASE EXPLAIN THE APPLICATION OF THE THIRD CRITERION FOR 

DEREGULATION, LE., WHETHER THE SERVICE IS CLOTHED WITH A 

PUBLIC INTEREST, SUCH AS TO MAKE THE RATES, CHARGES, AND 

METHODS OF PROVISION A MATTER OF PUBLIC CONCERN. 

A. Even if all of the other criteria apply, it is entirely possible that the rates, charges, and 

methods of providing a particular service simply are not a matter of significant public 

concern. The most obvious circumstances where this may apply is when there are many 
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Q. 

A. 

Q. 

A. 

alternatives to the service or alternative providers of similar services, or when the service is 

used by very few customers. 

IS IT POSSIBLE THAT AN ANALYSIS OF THE FOUR CRITERIA DESCRIBED 

ABOVE TODAY COULD LEAD TO A DIFFERENT CONCLUSION REGARDING 

REGULATION THAN WAS REACHED IN THE PAST? 

Yes. CenturyLink seeks deregulatory classification of many services that have been 

regulated by the Commission for years. However, while the functional characteristics of 

the services in some cases have not changed, the conclusions reached via the application of 

the four criteria have changed. Due to technological and competitive changes in the market 

that I described earlier in my testimony, the application of A.R.S. 5 40-281(E) and Article 

15, 3 2 may lead to different conclusions today than in the past. CenturyLink believes that 

in Arizona today, the four criteria above cannot be universally answered in the affirmative 

for each of the services listed in Attachment B of the petition. 

HAS THE ARIZONA CORPORATION COMMISSION PREVIOUSLY 

DEREGULATED ANY OF CENTURYLINK’S SERVICES UNDER THE 

FOREGOING PRINCIPLES? 

Yes. On March 23,2006, the Commission issued Decision No. 68604, which approved the 

Qwest Revised Price Cap Plan and the Settlement Agreement between and among Qwest, 

the Commission Staff, and the settling intervenors. The Commission determined that 

Legacy Qwest had met the criteria for deregulation of both Voice Mail Service and Billing 

and Collection Services. (Decision No. 68604, 11:s-14, 31:12-13). In addition, in 

Decision No. 55633, issued on July 2, 1987, the Cornmission approved the request of 

CenturvLink’s uredecessor Mountain Bell to deregulate radio teleuhone services. 
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IF THE COMMISSION APPROVES CENTURYLINK’S REQUEST TO 

DEREGULATE SOME OR ALL OF THE SERVICES, WILL THE COMMISSION 

FOREVER LOSE ITS AUTHORITY OVER CENTURYLINK OR OVER THESE 

SERVICES? 

No. CenturyLink is asking to be relieved of rate regulation specifically and only for the 

services listed. The company will still be classified as a public service corporation and as a 

telephone corporation under the Constitution, applicable statutes, and Commission 

regulations. The services not deregulated will still be subject to rate regulation based on 

the appropriate Commission rule; for example the services listed in Attachment A of the 

Application will be price-regulated under A.A.C. R14-2-1109 and 11 10 if the Commission 

adopts CenturyLink’s proposals. Furthermore, CenturyLink acknowledges that the 

deregulation of rates does not preclude future re-regulation if the relevant factors for 

regulation as outlined in the statute change. 

B. DEREGULATION ANALYSIS 

HOW WILL YOU PROCEED WITH THE ANALYSIS OF WHETHER 

REGULATION SHOULD APPLY TO THE SERVICES LISTED IN 

ATTACHMENT B OF THE APPLICATION? 

I have separated services offered by CenturyLink into six groups, based on common 

characteristics of the services. These groups are designated as follows: 

Ancillary 
0 Value Added 

Obsolete 
0 Pricing 
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Supplemental 
Toll. 

I will describe the attributes of each group of services, and explain how the deregulation 

criteria relate to each group. The intent of this exercise is to facilitate the analysis of a 

fairly large number of services by segmenting into groups, without having to individually 

address each and every rate element in CenturyLink’s Arizona price lists catalogues and 

tariffs. 

Exhibit RHB-9 provides a list of all the services for which CenturyLink requests 

deregulation, as listed in Revised Attachment B of CenturyLink’s Application. The exhibit 

lists each service, along with the tariff section, a brief description, and the classification to 

one of the six groups listed above. 

Q. 

A. 

PLEASE DESCRIBE THE ANCILLARY GROUP. 

The ancillary group includes a diverse set of services that are defined as Ancillary solely 

for purposes of discussion in this Application for deregulation.88 The common 

characteristic of these services, which include labor, maintenance and premise work 

charges, directory assistance and other services, is that they do not occur during the course 

of the transmission of messages; none of these services standing alone constitutes a 

telecommunications service. Therefore, since they are not involved in the “transmission of 

messages” none of the Ancillary services meet the first criteria listed above, and since they 

cannot be considered as common carriage, they do not meet the fourth criteria listed above. 

Furthermore, voice calls or data transmissions (which are telecommunications services) can 

be connected, carried, and completed without using the functions provided in this list of 

The use of the word ‘‘ancillary’’ herein is not related io definitions of ancillary that may be used in other state or 
federal proceedings. 
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services. The subscriber does not have to buy these optional services in order to initiate 

and complete phone calls or use telecommunications services functionality. Therefore, 

none of the Ancillary services meet the second criteria for regulation listed above. 

Q. PLEASE DESCRIBE THE VALUE ADDED GROUP. 

A. The Value-added group includes a diverse set of services that are grouped together under 

the caption of “Value Added,” for purposes of discussion. These Value-added services . 

include the “add-ons” and feature functionality that maybe utilized by a 

telecommunications user, but that are not related to the “transmission” of the call. The 

group includes custom calling features, nonrecurring charges and dedicated services such 

as DS1 and DS3. None of the Value Added services meet the first criteria listed above 

because they are not related to the transmission of call. For example, call transmission 

does not require custom calling features, nonrecurring charges are unrelated to a call itself, 

and dedicated private lines services do not utilize the common public switched network. 

Messages can be connected, carried, and completed, all without using the functions 

provided in this list of services, all of which are optional. Since the subscriber does not 

have to buy these services in order use the functionality of the common 

telecommunications network, none of the Value Added services meet the second criteria 

for regulation listed above. 

Q. 

A. 

PLEASE DESCRIBE THE OBSOLETE GROUP. 

When the company decides that it wants to stop offering a service that is provided under a 

tariff, it may discontinue offering the service to new customers, but allow existing 

customers to continue to use the service until the customer disconnects the service. This is 

commonly referred to as “grandfathering,” and these services are categorized in the tariff as 
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“obsolete.” These services often use older technology, and the demand in the market has 

either diminished or demand is met by more efficient products. Obsolete services include 

older centrex and centron products, toll offerings and call features. (As discussed above, 

call features are not part of the core hnctionality of setting up, transmitting or terminating 

a call). None of the obsolete services can be ordered by new customers. Because these 

services are not currently offered by CenturyLink to any customer who wants to purchase 

them, they do not meet the first and fourth criteria for regulation. Since they can no longer 

be ordered, they clearly are not an “essential and integral part of transmitting public 

telegraph or telephone service” and do not meet the second criteria for regulation. Finally, 

since these services are not clothed with a public interest, such as to make the rates, 

charges, and methods of provision a matter of public concern, the third criteria for 

regulation is not met. 

As I noted above, the Commission made a finding of deregulation in a similar situation in 

its 1987 Opinion and Order, Decision No. 55633, in which it held that mobile radio was a 

very specialized service and did not require regulation. The Commission cited, among 

other reasons, that it was subscribed to by far less than 1% of Arizona’s population. These 

are the same circumstances that exist for the Obsolete group of services, and they should be 

deregulated as well. 

Q. 

A. 

PLEASE DESCRIBE THE PRICING GROUP. 

The Pricing category consists of tariffed services whose only purpose is to state pricing 

variations for regulated services, when packages of services are purchased. This includes 

services such as Core Connect or Packages that include basic exchange services. These 

services include components that are otherwise tariffed on a stand-alone basis. It is not 

necessary to package the services together to make any of the component services meet 
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their intended purpose standing alone. Pricing plans that apply when the customer 

voluntarily opts to buy packages of different services represent marketing strategies, not 

telecommunications services. As such the first, second, and fourth criteria for regulation 

listed above are not met. Furthermore, there is no compelling public interest in regulating 

packages of services that include elements that are separately regulated by the 

Commission; thus the services do not meet the third criteria for regulation. 

Q. 

A. 

PLEASE DESCRIBE THE SUPPLEMENTAL GROUP. 

The Supplemental group consists of services which are comparable to basic service in some 

respects, but which are different in other respects. In some cases, the difference may be 

simply in pricing, such as with additional lines. In these instances, the fact that a particular 

tariff offers a different price than for basic service only serves to differentiate the service as 

a marketing strategy and does not constitute a telecommunications service. Pricing 

differentiations of that nature should be deregulated under the first, second, and fourth 

criteria listed above. Furthermore, as a matter of policy (the third criteria), there is no 

compelling interest in regulating multiple copies of services, when the purchase of single 

copies is already regulated. 

In other cases, there may be functional differences from basic service as well, such as with 

ISDN service, which includes a data transmission component in addition to offering voice 

capabilities. By way of analogy, those services are like ordering overnight delivery of 

packages instead of regular delivery. The additional functionality cannot be considered 

“essential,” because they go above and beyond the basic functionality of transmitting 

messages. As such, the Supplemental group should be deregulated under the second and 

fourth criteria listed above. Furthermore, there is no compelling interest in regulating 
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services with added functionality, for which an underlying basic service is separately 

regulated by the Commission. Therefore, we submit that the Supplemental group should be 

deregulated under the third criterion as well. 

Q. PLEASE DESCRIBE THE TOLL GROUP. 

A. The Toll category consists of long distance calling options and plans, which have been 

declared by the Commission as competitive for many years. It is well established that these 

plans are highly competitive. Given the number of competitive long distance providers, as 

well as the proliferation of wireless and VoIP options described earlier in my testimony, 

texting, email, web conferencing, calling cards and other alternatives, it is clear that the 

rates for long distance calling is no longer a matter of public concern. These services do 

not meet the third criteria for regulation. 

Q. WHAT DO YOU CONCLUDE? 

A. Based on the analysis above, all of the services listed in Exhibit RHB-9 as well as in 

revised Attachment B (Exhibit RHB-11) should be deregulated under A.R.S. 5 40-281(E). 
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V. EFFECTS FROM PETITION ARE LIMITED 

IS CENTURYLINK SEEKING DEREGULATION OR COMPETITIVE 

CLASSIFICATION FOR THOSE SERVICES LISTED IN BASKET 4 OF THE 

CURRENT REVISED PRICE CAP PLAN, WHICH ARE PROVIDED TO OTHER 

TELECOM PROVIDERS? 

No. CenturyLink is not requesting any changes in the treatment of Basket 4 services, 

which include switched access, wholesale interconnection services (including UNES) and 

Public Access Line (PAL) service. 

WHAT IMPACT WILL THE APPLICATION HAVE ON THE RESALE OF 

SERVICES: 

Nothing in the Application affects the wholesale reseller discount. 

WHAT IMPACT WILL THE APPLICATION HAVE ON THE COMMITMENTS 

CENTURYLINK MADE IN THE MERGER DOCKET? 

None of the commitments made in the CenturyLink / Qwest merger docket (Docket No. T- 

01051B-10-0194 et al., Decision No. 72232) will be changed by granting the relief 

requested in the Application. 

WILL CENTURYLINK’S APPLICATION HAVE ANY IMPACT ON THE 

COMPANY’S SAFETY NET PROGRAMS? 

No. As stated in CenturyLink’s application, the proposals described in my testimony do 

not negatively impact important safety net features that the Commission has previously 

approved, including: 
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a. Lifeline programs, which provide discounts to low income individuals; 

b. CenturyLink’s Service Quality Tariff, which provides service standards in 

connection with the Company’s basic service offerings, as well as penalties and 

incentives in connection with actual performance levels; and 

c. General Terms and Conditions, which contain important customer and company 

safeguards in connection with the ordering, billing, and provisioning of the 

Company’s services. 

VI. SUMMARY OF RELIEF REQUESTED 

WHAT ACTION ARE YOU REQUESTING FROM THE COMMISSION IN THIS 

PROCEEDING? 

First, we ask the Commission to declare that CenturyLink’s regulated services are 

competitive under Commission Rule 1108, with the exception of (1) wholesale services 

that are represented in Basket 4 of the Revised Price Cap Plan, and (2) services that are 

deregulated by the Commission by granting the second part of our Application. We ask 

that all of the tariffs provisions contained in the current CenturyLink Exchange and 

Network Services Price Cap Tariff be included in that competitive declaration, except as 

noted. CenturyLink’ s Application requested that Commission classify the services listed 

on Attachment A to the Application as competitive under Commission Rule 1108. Minor 

revisions to the list of services have been made, and the Revised Attachment A is included 

in my testimony, attached as Exhibit 10. Attachment A, as submitted with the Application 

and as revised, is intended to provide a format by which the services we seek to have 



Arizona Corporation Commission 
Docket No. T-01051B-11-0378 

CenturyLink 
Direct Testimony of Robert Brigham 

January 25,2012, Page 75 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

classified as competitive may be readily compared to the services in the “Basket” structure 

of the Revised Price Cap Plan. The request for competitive classification extends to 

services that are included in Basket 1 of the Revised Price Cap Plan, with a few exceptions 

as depicted in Exhibit RHB-10. 
- 

Second, CenturyLink asks the Commission to deregulate the services that are listed in 

Attachment B of its Application, which has been slightly modified by my testimony. 

Revised Attachment B is attached to my testimony, marked as Exhibit 11. Attachment B, 

as submitted with the Application and as revised, is intended to provide a format which 

permits ready comparison to the “Basket” structure of the Revised Price Cap Plan. The 

services listed on Attachment B come from the competitive baskets, which are Baskets 2 

and 3. By our Application we ask the Commission to deregulate all the services listed and 

the associated terms and conditions in the Competitive Exchange and Network Services 

Price Cap Tariff No. 2, the Competitive Private Line Transport Services Price Cap Tariff, 

and the Competitive Advance Communications Services Price Cap Tariff, with several 

exceptions which are reflected in the Revised Attachments A and B (Exhibits RHB-1 0 and 

11). 

Q. WHAT IS THE EFFECT OF THIS APPLICATION WITH RESPECT TO THE 

QWEST PRICE CAP PLAN? 

In an informal meeting of the Applicant, the Commission Staff, RUCO, a consensus was 

formed that Price Cap Plan docket (Docket No. T-01051B-03-0454) shouid be held in 

abeyance while this Application is processed and decided. While this docket is underway, 

A. 

CenturyLink will of course operate under the current Price Cap Plan. 
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1 

2 

3 

Obviously, we will have to come back to the Price Cap Plan docket once this proceeding is 

concluded. If this Application is approved (in whole or in part) we will need to wrap up the 

Price Cap Plan. The Revised Price Cap Plan order will have to be revisited, and tariffs 

4 filed under those orders will have to be modified or withdrawn, consistent with the 

5 resolution reached in this proceeding. 

6 

7 Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

8 A. Yes, itdoes. 

9 
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4Q10 1411 241 1 341 1 
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Voice Lines - CenturyLink 

Total Cable Telephony 

CableOne el REDACTED 
Other 

VOIP 

CLECs 

Wireless Substitution 

No VoiceIOther 

Total 

Centris data is deve loped f r o m  survey data, t h i r d  party data bases and marke t  models  for Qwest’s 

marke t  pann ing  and c o m p e t i t o r  intel l igence purposes. A l though deemed t o  be representat ive o f  

marke t  condit ions, Centr is makes no representat ions or warrant ies t o  th i rd  part ies regard ing t h e  

accuracy of th is  data. 
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Arizona S M B  Wireline Market Share 
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Centris data is deve loped f r o m  survey data, t h i r d  par ty  data bases and marke t  mode ls  f o r  Qwest’s 

marke t  pann ing  a n d  compe t i t o r  in te l l igence purposes. A l though deemed  t o  be  representat ive of 

marke t  condit ions, Centr is makes n o  representat ions or  warrant ies t o  t h i r d  part ies regard ing t h e  

accuracy o f  th is  data.  Small business is defined as firms spending <$1,500 / month (ex-wireless) and Mid 

Markets are firms spending between $1,500 and $5,000/ month (ex-wireless) 
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Basic Residential Rate Comparison* 
Legacy Qwest States 
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Tanff Secbon ( Tanff Heading Descnphon Category 
C10 10 1 MESSAGE DELIVERY SERVICE Message Delivery Service transmits call infonation pertaining to all incoming calls to a 

Message Delivery Service customefs Multiline Hunt Group This service enables the 
customer to identrfy the called client on forwarded calls and provide personalized 
answenng response? to those clients calls Addihonally. the identity of the calling diredory 
number (f the calling number is available) will allow the customer to prowda more 
personalized answenng to the caller 

Value Added 

c10102 

C1032 

C104 1 

C105 10 

C105 2 5 

C10534 

C105 3 5 

C105410 

C105411 

C105 4 3 

C105 7 1 

C10923 

C11031 

MESSAGE WAITING INDICATION Message Waibng Indication-Audible is a feature whereby SubSCnbing clients mll hear an 
audible interrupted tone, when llftlng the receiver, giving an indicabon of a message waiting 
for the client at the dientk chosen Message Delivery Service provider (provider) The tone 
will be initiated by the prowder over the provider clients telephone line The client may call 
the prowder for their message or ignore the tone and place a call The tone will conbnue 
unhl the message has been retneved 

Value Added 

CENTRAL OFFICE MAKE 
BUSY/STOP HUNT 

CUSTOMNET SERVICE 

OBSOLETE RESALEKHARING 
OF COMPANY SERVICES 

OBSOLETE LOCAL SERVICE 
OPTIONS 

OBSOLETE DID SERVICE 

OBSO-ETE DENTlFlED 
OJlWARD DIA-lhG 

CUSTOM RINGING SERVICE 

OBSOLETE HUNTING SERVICE 

OBSOLETE CUSTOM CALLING 
SERVICES 

OBSOLETE LISTINGS 

The central omce make busy/stop hunt is designed to enable the customer, who has more 
than one central office line, to manually busy-out a line or a group of lines, or stop the 
hunting sequence at a speclflad line 

Value Added 

CUSTOMNET Service enables a customer by means of Company operator identnicabon, 
to restnct outgoing toil calls by their station users to only collect CBIIS. bill to third party 
calls, and calling card calls 

The ResaleShanng of me following Exchange Services furnished by the Company 
Business measured PBX hunks - Business measured access lines 

* Flat rate resale access lines 

Speualized local service offenngs 
1 Customenet Service two or more access lines, each at a drfferent locabon in the same 
local service area wih the capability of answenng calls for one line or each of the lines at 
another location 
2 Qwest Utility Line SeMce additional flat rate access line that allows business 
customers to expand access and capacity to their business Does not allow features or a 
listing and must be purchased mth another Specnied exchange service 

Direct-Inward-Dialing (DID) Service is a special trunking arrangement which permits 
incoming calls fmm the exchange network to reach a speufic PBX station directly without 
an attendant's assistance 

The IOD feature identifies all outgoing long distance calls and lists such calls on the 
customets bill The Operator IOD calls are on a per call basis The Automabc IOD calls 
are on a per trunk basis 

Custom Ringing Is a central office based SeNiCe which provides up to three distincbve 
nnging codes on incoming calls using one individual access line The distinctive nnging 
codes are achieved by assigning up to three addibonal telephone numbers to the access 
line 

Hunting Service is an ophonal arrangement available to customers with two or more 
individual line services Where facilibes permit such lines will be arranged so that 
incoming calls to a busy line will OVetfIow to other of the wstomets lines not busy The 
following types of hunhng arrangements are available senes and multiline (basic hunting) 
circular and preferemal 

Custom Calling Features are special services that offer convenience and control over 
outgoing and incoming calls 

The alphabehcal directory is a list of names of customers and others for whom directory 
listings are provided Alphabehcal lisbngs indude imformabon which is essenbal to the 
identnicabon of h e  listed party and faulitates the use of the directory 

Value Added 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

OBSOLETE EMERGENCY ALARM Public Emergency RepOang Service is designed for use of police and volunteerfire 
AND REPORTING SERVICE departments etc in small manual and community dial exchanges The system is 

arranged so that the line assouated wih the telephone number designated to receive fire 
or other emergency reporting calls may be terminated in a number of telephones at vanous 
locabons in the exchange This arrangement will Permit a number of DeoDle to receive 
emergency calls and 
sound the alarm where required 

OBSOLETE ARRANGEMENTS Speual arrangements may be made to provide for CO service for PBX systems outside 
FOR NIGHT SUNDAY HOLIDAY the usual business hours I e at night and on Sundays and holidavs when an attendant 
SERVICE is not regularly on duty 

Obsolete 

Obsolete 

NOTE 1 Pnce CapTadff Section Prefix Codes 
E = Exchange and N e m r k  Services 
C = Competitive Exchange and Nemrk Services 
Q = Competdlve Pnvate Line Transport Services 
ACS = Comptnlve Advanced COmmUniCatlOnS Sewices 
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Tanff Sectton ( Tanff Heading Descnpbon Category 
C110 4 2 Obsolete OBSOLETE TOLL DIVERSION Toll diverttng seiwce is an arrangement available in connectton wN1 pnvate branch 

exchange type services which denies direct access to the toll network Calls directed to the 
toll network are diverted to the attendant 

C110.8 

C125.1 

C15.1 

C25.1 

C5.10 

C5.2.2 

C5.2 4 

C5 2.5 A 

c5.3.4 

C5 4.10 

c5.4.11 

C5.4.19 

C5.4.2 

c5.4.3 

c5.4.5 

C 5 4 8  

c 5 4 9  

OBSOLETE NETWORK 
CONNECTING ARRANGMENTS 

OBSOLETE CUSTOMIZED 
SERVICES OF EQUIPMENT OR 
SERVICE ARRANGEMENTS 

Connedon of customer equipment and facilibes to faulities of me Company Obsolete 

One-off arrangements of equipment and Services requested by customers for speualued 
situabons that cannot be addressed wth existing tanffed services 

Obsolete 

DIGITAL SWlTCHED SERVICES 
(DSS) 

Dig~tal SHntched SeMca provides digital exchange service for PBX 
wstomem DSS includes a DSS faulity common equipment local exchange swtching 
and Rat usage trunks for a-s to the local exchange and toll networks Each DSS facility 
tiiilizes 24 channels which may be configured as either basic or advanced trunks as 

Supplementel 

defned below. or a combination of both types of tNnkS 

CUSTOMIZED SERVICE 
EQJIPMENT OR SERVCE 
ARRANGEMENTS 
RESALESHARING OF COMPAhY Tne ResaielSnanng of tne follow ng Excnange Services tumisneo oy me Company 
SERV CES 

One-olf arrangements of equiornent en0 services requested OY customers for spewaluea 
s iuailons mat cannot oe adaresseo wivl existing mnffeo servces 

Va ue Aooeo 

Suppfementa, 
* Business measureo PBX trunms 
* Bus.ness measured access tines 

Fiat rate resate access lines 

LOW USE OPTION SERVICE - 
ADDTIONAL LINES 

Residenttal service for which message Unit charges are based on the number of local calls Supplementel 
placed The Low Use Option indudes an individua exchange access line with touch-tone 
capabilibes 

A local exchange access line which is not the Wstomefs pnmaty access line at a given FLAT RATE SERVICE - 
ADDITIONAL LINES location 

PUBLIC RESPONSE CALLING 
SERVICE 

Supplemental 

Public Response Calling Service also known as Choke Network. provides facilities for call- Value Added 
in programs including but not limited to radio television or internet promobonal activibes 
that result in mass calling by the general public to a telephone number 

DIRECT INWARD DIALING (DID) 
SERVICE 

Direct-Inward-Dialing (DID) Service is a special trunking mangement which permtts 
incoming calls fmm the exchange network to reach a specrfic PBX station direcHy without 
an anendanrs assistance 

Custom Ringing is a central office based Service which provldes up to three disbncbve 
nnging codes on incoming calls using one indiwdual access line The distincbve nnging 
codes are achieved by assigning up to tnree addibonal telephone numbers to the access 
line 

Hunbng Service is an optional arrangement available to customers with two or more 
individual line s e ~ i c e s  Where facilittes permit. such lines will be arranged so that 
incoming calls to a busy line will OverRow to other of the customets lines not busy The 
following types of hunbng arrangements are available senes and multiline (basic hunting) 
circular. and preferenbat 

Number FOWarding SllDwS a residence wstomerto have a telephone number idenbty 
wthOut having an exchange access line Calls placed to the telephone number can be 
fotwarded to any other telephone number Within the same lxa l  calling area 

Value Added 

CUSTOM RINGING SERVICE Value Added 

HUNTING SERVICE Value Added 

NUMBER FORWARDING Value Added 

TOUCHTONE CALLING Touch-Tone Calling Service is a distinctive type of telephone service using audible voice 
frequency tanes to actuate the CO equipment 

Custom Calling Features are s p e d  services that offer convenience and control aver 
outgong and incoming calls 

This service pmvides a circuit with no more than a 4 deubel loss from the local centra 
omce to me customefs network inte~ace This service pruvides the customer a high 
quality transmission line and signaling for use on a11 local Swtched service 

Value Added 

CUSTOM CALLING SERVICES Value Added 

BASIC EXCHANGE 
ENHANCEMENT 

Value Added 

OPEN SWITCH INTERVAL 
PROTECTION 

O w n  Swiicn inierval Protection provides Wnsiani supew Sion on me customers line oy 
aaoing a signal d smbutor ana signa OismDulor apptique aunng central &ice swtcning 
mol me call connection is comoietea 

CALLER .DENTIFICAT,Oh . BJLK Caller laentficanan-Bulr (BCL D )  a, ows a CENTROEI Cenlrex Mutime hum Group 
(MLhG) or Pnvate Brancn Excnange fPBX) cusiomer 10 ~ c e v e  cam. reated informanon on 
calls mat are receive0 from outstoe tne CENTROh Cenmx MLdG or PBX 

Value Adaeo 

Vafde Aodeo 

NOTE 1 Pnce CapTarlff Section Prefix Codes 
E = Exchange and Netvrork SeNlees 
C = Competibve Exchange and Nemh Servwes 
Q = Comptnwe Pnvate Line Transport Se~v~ces 
ACS = Cornpetnive Advanced Communications Services 



Tariff Secbon ( 
C5.7.1 

c 5  7.7 

,2584 

C9 4.6 

ACS1O.S 

'Tariff Heading 
LISTING SERVICES 

CUSTOM NUMBER SERVICE 

INTERCEPT SERVICES 

NEXT CONNECTS 

RATES AND CHARGES 

ACS107.5.1 GENERAL 

ACS 109.5 

ACS5.4.1 

ACSS 4.2 

ACSS 5.1 

ACS5.5.2 

ACS7.5.1 

C10.10.4 

c10.10.5 

RATES AND CHARGES 

GENERAL 

OPTIONAL FEATURES AND 
FUNCTIONS 

GENERAL 

OPTIONAL FEATURES AND 
FUNCTIONS 

GENERAL 

TRAFFIC DATA REPORTING 
SERVICE 

NON ESSENTIAL SERVICES 

Descnpbon 
The alphabebcal directory is a list of names of wstomers and others for whom directory 
listmgs are provided Alphabebcal lisbngs include infomaban which is essenbal to the 
idenbflcabon of the listed party and faalitates the use of the diractory 

A customer request for a specif~c telephone number assignment. 

Recordings that provide callers with information wnceming disconnected telephone 
numbers 

An opbonal feature mat allows a wstomer to wntrol the 
handlinD of incomina calls when their line is busv. bv either Dlacina the call in a aueue. or . .  , I  

a l lwng  the caller to leave a message 

Relates to ACS 10 1 ~ Metro Optical Ethernet (MOE) Service A flexible easy-to-use 
transport service that uses established Ethernet transport technology MOE allows 
wstomers to wnnect mulbple enterpnse locabons within a service area using nabve 
Ethernet protocol MOE is available over three distinct designs Customer Premises, 
Central office and Ethernet wlth Extended Transport (EwET) 

Relates to ACS 107 1 - ATM Service A connection-onented wmmumcations service that 
uses Asynchronous Transfer Mode technology The servim provides customers wth hgh- 
speed low-delay informabon transfer capauty which supports applicabons that require 
near-real-bme mixed media (data video image voice) communicebons among mulbple 
locahons 

NOTE 1 Pnce Cap Tariff Section Prefix Codes 
E = Exchange snd Nehmh SeWlCes 
C = Competmve Exchange and Nehmrk S ~ N I D ~ S  
a = compemw ~ n v a t e  ~ tne   tansp pan s e r v ~ ~ e s  
ACS = comptdwe Advanced Cmmunicatatlons Sewices 

Relates to ACS 109 1 - LAN Swtching Service A metmpolItan-area and wide-area LAN 
intenwnnectlon Service which provides customers wth nabve speed LAN interconnection 
LSS provides a speclfc amount of bandwidth and supports both point-to-point and 
mulbpoint wnnectivty betvveen wstomer-designated locabons 

Relates to ACS 5 1 - Frame Relay Service Provides high speed 
access and throughput to and among Lacal Area Networks (LANs) as well as wmputers 
Utilizing Stabstical mulbplexing FRS enables users to allocate arcuit bandwidth to 
applications as needed up to the maximum bandwidth purchased rather than assigning 
fixed channels to speuflc applicabons 

Relates to ACS 5 I - Frame Relay Service Provides high speed 
access and throughput to and among Local Area Networks (LANs) as well as computers 
Ublizing stabsbcal rnulbplexing FRS enables users to allocate arwt bandwidth to 
applications as needed, up to the maximum bandwidth purchased, rather than assigning 
fixed channels to speufic applicabons 

Relates to ACS 5 1 - Frame Relay Service Provides high speed 
access and throughput to and among Local Area Networks (LANs) as well as wmputers 
Utiluing statistical mulhplexing FRS enables users to allocate urcuit bandwidth to 
applicabons as needed up to the maximum bandmdth purchased rather than assigrung 
hxsd channels m speufic applicabons 

Relates to ACS 5.1 - Frame Relay Service Provides high speed 
access and throughput to and among Local Area Networks (IAN$ as well as computers 
Uhlizlna stabsbcal rnultidexina FRS enables users to allocate circuit bandwidth to 
applications as needed, up toihe maximum bandmdth purchased, rather than assigning 
fixed channels to speclfic applicabons 

Relates to ACS 7 1 - ATM Service A wnneclton-onented wmmunicabons serviC8 that 
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Category 
Ancillary 

Ancillary 

Value Added 

Value Added 

Value Added 

Value Added 

Value Added 

Value Added 

Value Added 

Value Added 

Value Added 

Value Added 
uses Asynchronous Transfer Mode technology The service provides customers mth high- 
speed lw-delay informahon transfer capauty, which supports applications that require 
near-real-bme mixed media (data, video. image, voce) communicabons among multiple 
locations 

Traffic Data Report Service provides customers a summary of their traffic data on certain 
network facilities. e.g , individual access lines, multiline hunt groups, bunk groups, network 
access registers, CENTRON system features, etc. 

Ancillary 

CALL EVENT AND MANAGEMENT Call Event and Management Signaling Service Subscnber is a feature provisioned on the 
SIGNALING SERVICE (CEMSS) 
SUBSCRIBER 

Value Added 
lines of clients who subscnbe to a provideis CEMSS CEMSS Subscnber enables a 
subscnbef s chosen provider to oonduct transacbons on their telephone line such as 
updabng a parameter or creating a call log 



Tanff Section ( Tanff Heading 
C10 5.2 CODE BILLING 

C105.2.13 OBSOLETE BUSINESS LINE 
VOLUME PURCHASE PLAN 

C105.4.14 OBSOLETE CUSTOM 
SOLUTIONS 

C105 4.15 OBSOLETE SINGLE NUMBER 
SERVICE 

C105.4.17 OBSOLETE SELECT CALL 
ROUTING SERVICE 

C105.6 OBSOLETE JOINT USER 
SERVICE 

C105 9.1 OBSOLETE PACKAGES 
ASSOCIATED WITH BASIC 
EXCHANGE SERVICE 

NON ESSENTIAL SERVICES 

Descnption 
Code billing is a speual toll billing arrangement which enables the customer to obtain 
details of toll calls through the use of code numbers assigned by the Company The 
customer may assoaate the code numbers wiih speafic sta6ons departments projects 
etc , for intemal accounting purposes Bills for toll calls will be rendered in accordance with 
the cade number fumshed to the toll operator at the time the call is placed 

The Business Line Volume Purchase Plan is available to business customers subscnbing 
to 50 or more lines in conlunchon with basic businass eccess lines A customer may have 
up to a maximum of 3000 parbupating lines acmss the &vest region Business customers 
subscnbing W the plan are also enebed to hmbng 

Custom Solutions provides residence customers the option to design groups of 
services/pmducts which will meet their needs The customer selected groups may be 
chosen fmm PREMIUM services and adrhbonal serviceslproducts 

SINGLENUMBER Service prowdes a single tekphone number to business wswmers wlth 
multiple busitmss locabons 

Select Call Roubng will pmvide call redirechon to any telephone number selected by the 
customer 

Joint use allows other individuals firms or corporabons to share the customefs service 
This Service is not to be used in lieu of the ResaleiShanng Section Joint User Service is 
allowed only for customer's having 6 lines and/or hunks or less If wstomers with SIX lines 
andlor Inmks or less resell said servica they wll be required W comply with the 
resaldshanng provisions of5 10 

A package of features available to customers in conjunction with and billed together with 
an individual flat rate or additlonal flat rate access line 

C105 9 2 OBSOLETE PACaGES NOT 
ASSOCIATED WIT4 BAS C 

Oobona, feature pawages avadabie to ustomers ana bilfea separately from me 
assouatea access line 

EXCHANGE SERVICE 
OBSOLETE 1-800 CALLING 
SERVICE 800 number 

C106 2 3 1-800 Calling Service provides access to an interactive voice response platform via a 1 

C106 2 5 OBSOLETE SPECIAL REVERSED Special Reversed Charge Long Distance Service provides an 
CHARGE LONG DISTANCE 
SERVICE 

arrangement, in connecbon wth MTS whereby a customer offers their patrons. in certain 
designated exchanges the pnvilege of calling them without the payment of a message 
charge and without having to request specn7c reversal of this charge 

C106 3 1 OBSOLETE METROPOLITAN 
PREFERRED AREA CALLING 
SERVICE 

CONNECTION PLANS 
OBSOLETE OUTWARD WATS 

Metropolitan Preferred Area Calling Service is a measured rate outgoingonly 
InterutyfintraLATA service which allows customers to dial station-to-stabon calls to other 
exchanges wthin the METROPAC calling area 

C106 3 I 8  OBSOLETE CALLING Optional toll calling discount plans 

C107 1 1 Wide Area Telecommunicahons Service provides for dial-type communications between a 
WATS termination and exchanges within the same LATA within the State 2 A WATS 
access line is a line fmm the Company CO to the Companyprovided network interfaace on 
or near the customer's premises and is provided for the purpose of completing WATS 
calls 

Centrex Service is a centralized telephone system that provides stabon-to-station calling 
direct inwardloutward dialing Station line identification on outward calls call transfer and 
intercept of non-working lines 

Additional features and functtons provided in conlunchon with Central office Based 
Swttchmg Systems such as Automahc Route Seleaon Station Message Detail 
Recording and Electronic Tandem Switching 

OBSOLETE CENTRON 6 AND 30 CENTRON 6 and 30 Service are opuonal features furnished from a Stored Program 
SERVICE Controlled Central Office available to individual line buslness and residence customers 

wishing to combine two to thirty exchange access lines into a group 

C109 1 1 OBSOLETE CENTREX SERVICE 

C109 1 10 OBSOLETE OPTIONAL 
FEATURES 

C109 1 12 

C109 1 13 OBSOLETE CENTRON CUSTOM CENTRON Custom is a business communicabons system furnished onlyfrom a Stored 
SERVICE Program Controlled central office 

OBSOLETE CENTREX PLUS 
SERVICE Program Controlled central omce 

OBSOLETE ESS SERVICE 

C109 1 16 Centrex Plus Service is a business communications system furnished only from a Stored 

C109 1 2 ESSX-1 Service is a business communications Service furnished only from a No 1 or No 
1A Electronic Switching System (ESS) CO 
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Category 
Value Added 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

NOTE 1 Pnce Cap Tariff Section Prefix Codes 
E = Exchange and Network S ~ N ~ C ~ S  

0 = Competrtwe Pnvate Line Transport Services 
ACS = Comp&twe Advanced Communications Sewices 

C = Competlbve Exchange and Network SeNlces 



Tam Secbon ( 'Tam Headino 
C109 1 6  

C10917 

C1133 

C1134 

C11432 

C1152 

C13 2 

C132 1 

C133 

C13 4 

C142 1 

C143 1 

C14 4 

C153 

C154 

c 3  1 9  

OBSOLETE ~IRPORT 
INTERCOMMUNICATING 
SERVICE 
OBSOLETE CUSTOMIZED 
MANAGEMENT 
SERVICESEENTRON I 

OBSOLETE RESIDENCE 
MAINTENANCE PLANS 

OBSOLETE BUSINESS 
MAINTENANCE PLANS 

OBSOLETE PURCHASE PLUS 
REWARD PLAN FOR ISDN 

OBSOLETE SWITCHNET 56 
SERVICE 

PREMISES WORK CHARGES 

NETWORK PREMISES WORK 
CHARGES 

RESIDENCE MAINTENANCE 
PLANS 

BUSINESS MANTENANCE 
PLANS 

SINGLE LINE SERVICE 

PRIMARY RATE SERVICE 

NONESSENTIAL SERVICES Anrona Corporation Commission 
Docket No T-010518-11-0378 
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Descnpbon 
A business wmmunicatlons system furnished onlyfmm a Stored Program Controlled 
central office and offered to krport operators 

Customized Call Management SeMces (CCMS)/CENTRON I Service Opbonal Features 
are forwarded trom a Stored Program Contmlled central office CCMS is the offenng 
available to business customers CENTRON I is the offenng available to residence 
customers 

Premises Maintenance Plans are available from the Company for nonwmplex residence 
customers These noncomplex maintenance plans provide for trouble isolabon and 
marntenanc? of prsmises wire and assoaated jacks located on the customer side of the 
Network Interface 

Business Maintenance Plans pmwde for insidewre maintenance. trouble isolabon and 
repairservices for business customers 

PURCHASE PLUS REWARD Plan For ISDN is an offenng available to business 
customers who enter into a one-year two-year or three-year TOTAL ADVANTAGE 
Express (QTA Express) Agreement or TOTAL ADVANTAGE (QTA) Agreement and who 
agree to increase their monthly spend under QTA Express or QTA 

SWITCHNET 56 Service is a singleparty fuur-wire condittoned service which is capable 
of switching and transmitting 56 kilobits per second of digital data 

Premises Work Charges are charges for work performed on the wstomets side of the 
demarcation point by a Company employee or representabve at the customefs request 
which are not covered by other charges 

Network Premises Work Charges are charges billed to the customer for work performed by 
a Company employee or representabve for work done on the Company Side of the network 
interface 

Premises Maintenance Plans are available from me Company for noncomplex residence 
customers These noncomplex maintenance plans provide for trouble isolabon and 
maintenance of premises wire and assouatedjacks located on the customer Side of the 
Network Interface 

Business Maintenance Plans pmwde for inside wire maintenance trouble isolabon end 
repair serwces for business customers 

Category 
Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Ancillary 

Ancillary 

Ancillary 

Ancillary 

Integrated Services Digital Network (ISDN) is a digital service that provides an integrated 
voiceldata capability to the customer premises facility, mlizing the public swtched network 
ISDN distnbutes voice data video. image and facsimile by two standard methods of 
accass a Basic Rate Service (BRS) or a Pnmary Rate Service (PRS) 

Supplemental 

Integrated Services Digital Network (ISDN) is a digital service that provides an integrated 
voiceldata Capability to the customer premises taulity, ublizing the public swtched network 
ISDN distnbutes voice data, video, image and facsimile by two standard memods of 
access a Basic Rate Service (BRS) or a Pnmary Rate Service (PRS) 

Supplemental 

INDIVIDUAL CASE ISDN SERVICE Integrated Services hgital Network (ISDN) is a digltsl service that provides an integmted Supplemental 
voiceldata capability to the customer premises facilrty. utilizing the public swtched network 
ISDN distnbutes voice data video. image and facsimile by two standard methods of 
access a Basic Rate Service (BRS) or a Pnmary Rate Service (PRS) 

UNIFORM ACCESS SOLUTION 
SERVICE 

INTEGRATED T-I SERVICE 

EXPRESS CHANGE CHARGES 

Unl ton Access Solution (UAS) Service provides an arrangement that allows channels to 
function wdh one number per channel gmup UAS mdudes a DS1 facilrtymth wmmon 
equipment and a network wnnectlon which provides Swtching for local exchange and toll 
network access Each DS1 faality ublizes 1 through 24 channels canflgured with trunk-side 
terminahon and one numberfunaonalrty 

Supplemental 

Integrated T-1 (IT1) Service provides a 1 544 mbps dedicated faality tmm ule customels 
premise to the Company serving wire center IT1 indudes a DSI facility, common 
equipment, local exchange switching and 24 Rat rated channels for access to the local 
exchange and toll networks Each IT1 faality utilizes 24 channels which may be wmigured 
to provide me services as defined below, or a combination thereof 

Supplemental 

CENTRON Custom, Centrex Plus customem may have changes to their servim 
completed within a one-hour time frame or on an wemight basis These changes include 
feature changes (move add delete andlor change features). system changes moves and 
rearrangements of telephone numbers, and moves and changes to lines within a system 

Ancillary 

NOTE 1 Price Cap TaMf Sectlon Preflx Codes 
E =Exchange and Netxaik S ~ N Y I C S  
C = Competlbve Exchange and NefuKlm Sewices 
Q = Cornpetttwe Pnvate Line Transpafl s e ~ i c e s  
ACS = Cornpeltwe Advanced Communications S ~ N I C ~ S  
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Tanff Secdon ( Tanff Heading Descnption category 
C5 11 1 LINE VOLUME PLAN Line Volume Plan is available to business customers SUbSCnbing to 10 or more basic 

business lines or quallhling packages A customer may have UD to a maximum of 3 000 
Pnung 

C5.11.2 

C5 11.3 

C5.2 10 

C5.2.11 

C5.2.5.B 

C5.2.8 

c5.4.4 

c5.4 4 

c5.4 7 

C5.9.1 

C5.9.2 

'26.2.' 

C6.2.4 

c6.2.8 

C6.3.17 

C6.3.18 

C7.1.2 

C7.1.5 

c9.1.10 

parbupabng lines across the W e s t  14 state region Line Volume Plan is offered as a 
tiered plan with each ber having a Minimum hne Requirement 

CORE CONNECT 1 is a discounted pncing opbon available to business customers who 
subscnhe to QWEST qualrtying products and Services under month to month. I-year, 2- 
year or >year term plans 

PURCHASE PLUS REWARD Plan is an offenng available to business customers who 

CORE CONNECT 1 Pncing 

PURCHASE PLUS REWARD Pnuna 
PLAN enter into a one-year, two-par or mree-year TOTA- ADVANTAGE Express (QTA 

E X D ~ S S J  AQreemeni or TOTA- ADVANTAGE (QTA) Aareement ana wno aaree to 
i n m w  thiir monthly spend under QTA Express or QfA 

Tenant Solutions is a full service offenng for tenants of designated multktenant high nse 
office buildings Shopping malls and office Parks Tenants will be able to choose fmm a 
menu of seMces and recaive discounts or waivers of monthly rates andlor nonrecumng 
charges 

The Customer Incenbve Program is an offenng for potenbal new residence local exchange 
customers and to existing residence customers to induce the ratention or wnhnuation of 
existing sewces by those customers 

STAND-BY Line Service is an addibonal line service which allows business customers to 
expand access to their business and expand the capauty to make outgoing calls on an as 
needed basis This service is designed for UStOmerS that excenence tenodic Deaks and 
valleys in calling volumes to and from their business 

TENANT SOLUTIONS Pncing 

COMPETKIVE RESPONSE Pnung 

STANDBY LINE Supplemental 

HOME BUSINESS LINE SERVICE HOME BUSINESS LINE (HBL) is a flat rated business voice service which includes the 
functmnality of Custom Ringing and both business and residence listings 

Supplemental 

MARKET EXPANSION LINE - 
USAGE 

Market Expansion Line is a service that mutes all incoming calls to another customer- 
selected telephone number in the local calling area or a distant exchange 

Supplemental 

MARKET EXPANSION LINE Market Expansion Ltne is a service that mutes all incoming calls to another customer- 
selected telephone number in the local calling area of a distant exchange 

Supplemental 

INTRACALL SERVICE 

PACKAGES ASSOCIATED WITH 
BASIC EXCHANGE SERVICE 

PACKAGES NOT ASSOCIATED 
WITH BASIC EXCHANGE 
SERVICE 
TWO-POINT MESSAGE 
TELECOMMUNICATIONS 
SERVICE 
DIRECTORY ASSISTANCE 
SERVICE 

INTRACALL Service allows an individual access line nOn-WmpleX residence or business 
customer to use the line as an intercom system 

A package of features available to customers in mnjuncbon with an individual flat rate or 
addibonal flat rate access line 

Optional feature packages available to customers and billed separately from the 
assouated access line 

MTS consists nftumishing facilittes fortelecOmmUnicatIonS between Station lines in 
different local sewce areas of the same LATA 

Value Added 

Pnung 

Pncing 

Toll 

Directory Assistance is a service whereby customers may 
request assistance in determining telephone numbers 

Ancillary 

OPERATOR 
VERlFlCATlONilNTERRUPT 
SERVICE 

GUARANTEED RATE CALLING 
CONNECTION 

CALLING CONNECTION PLANS 

800 SERVICE 

Enables customers to obtain assistance in determining d a called line is in use or in 
intermpting a communication in progress due to an urgent or emergency situabon by 
calling the "0' operator 

Guaranteed Rate Calling Connection provides a volume discount on MTS based on a 
minimum number of hours of MTS service per month 

MTS Calling Connecbon Plans are optional toll calling discount plans 

A WATS access line arranged for inward calling Only 800 SeMce provides for dial-type 
calling to a WATS terminahon by way of the WATS access line and the public smtched 
network from exchanges wlthin the same LATA in the State 800 Service allows customers 
to rerave and pay for rncoming long distance calls by use of a telephone number which 
begins wlth the special service area code BXX 

Value Added 

Toll 

Toll 

Toll 

LARGE USER DISCOUNT - 800 
SERJICE 

A WATS access tine arranged for nwaro caliing only 800 Service provides for oia-type 
calling io a WATS ierminatlon vy way of me WATS access ,ine ana me DUO IC swicnea 
netwom fram excnanges mtnin me same A T A  in me Slate 800 Sernce aiiows customers 
10 receive ana pay tor incoming long aistance cats oy use of a tetepnone numoer wnch 
oegins wirn me special service area caoe EX% 

OPTIONAL SERVICE FEATJRES Optional service features provodea for Central Otfice Servces 
wn.m are fumisned from Siored Program Control centra mces  

To1 

Va ,e Aaaeo 

NOTE 1 Price Cap Tan* S e d m  Piefw CDde6 
E = Exchange and N e w &  Sewices 
C = Compubve Exchange and Nelwxk Services 
Q = CornptnNe Pnvate Line Transport Services 
ACS = Cornpinwe Advanced Communications Sewices 



NON ESSENTIAL SERVICES Amona Corporalion Cornrnmmn 
Dmket No Td1051Ell-0378 

CenturvLink 
Direct TeStimony of Robert H Bngham 

Exhlbt RHE-9 
January 25 2012 Page 7 of 11 

Tanff Secbon ( Tanff Heading Descnptlon Category 
C9 1 18 CENTREX PRIME SERVICE Centrex PRIME SeMce is a swttched business mmmunicabons servlce furnishing 

connecbons between a central based svmtmng system and the network interface 
which Berues end user Customer terminals Centrex PRIME service IS a mullmedia 
platfarm which delivers integrated Video, Voice. Image and Data services to customers 

Supplemental 

C9 1 7 CJSTOMIZED CALL Cuslomized Call Management Services (CCMS)/CENTRON I SeMce is compose0 of 
stanaam ano optional features iumisnea hum a Simea Program Contm ,ed Central office 
CENTRON I is avaiiabie to indivioual line resioence customers and CCMS IS available to 
inaiwaual line Ousiness WslomerS wishing lo mmbine one or more excnange a m s s  lines 
into a gmup 

Supplemental 
MANAGEMENT 
SERVICEWCENTRON 

C9 4 4 UNIFORM CAL- DlSTRlBUT Oh unlfonn Call Distnoution (LCDj pmwdes a metnoa of dlstnauting a hgh volume of Value Adow 
i n m i n g  calls to lines In a multiline nunt gmbp eaualiy ana automatically 

CO-ACD Sew ce prowoes call diSlnOutiOn as an integrated luncbon of me cenual Omce 
CO-ACD Service provides an equal oismbubon Of e large v h m e  of incoming a i s  to 
preoestgnatea groups of answenng poslbons mown as agent posmons 

C9 4 5 CO-AJTO CAL- DlSTRlBUT ON 
(CO-ACD) 

Value Adoed 

(210 1 SPECIAL PROMOTIONS Placeholder far patenhal future promobans involving the dismunting of pnvate line sewce 
rates 

Pnctng 

NOTE 1 
E = Exchange and N e W  Sewtces 
C = Competlllve Exchange and NefwDR Sewlces 
0 = Cornpetdive Pnvate Line Traniwn S ~ M - S  
ACS = Competitive Advanced Communicahons S ~ N W S  

Price Cap Tariff SsCtmn Prefix Codes 



Tariff Secbon ('Tariff Heading 
Ql05.2.10 

Q105.2.14 

~105.z. ie  

Q105.2.2 

Q105.2.3 

Q105.2.9 

CK1 4.1 

Q3.2.2 

Q4.1.1 

P4.1.10 

Q4.1.11 

w.1.12 

Q4.1.13 

9 4  1.14 

Q4.1 . I5  

Q4.1.16 

Q4.1.17 

OBSOLETE DATAPHONE 
DIGITAL SERVICE 

OBSOLETE VOICE GRADE 
SERVICE 

OBSOLETE GEOMAX SERVICE 

OBSOLETE SERIES 5000 
CHANNELS 

OBSOLETE DATAPHONE 
SELECT-A-STATION 

OBSOLETE TELEPHONE 
ANSWERING SERVICE 

SWlTCHED ACCESS SERVICE 
VlRTUAL El 

NONRECURRING CHARGES 

SERVICE DATE CHANGE 

MAINTENANCE OF SERVICE 

ADDITIONAL ENGINNEERING 

ADDlTlONAL LABOR 

ADDITIONAL ENGINEERING AND 
LABOR CHARGES 
ACCEPTANCE TESTING 

TESTING SERVICES 

TESTING CHARGES 

DISPATCH CHARGE 

NON ESSENTIAL SERVICES 

Dsscnption 
DATAPHONE03 Digital Service is a registered brand name of ATBT s Digital Data Service 
common usage has cane to use me term DDS genencally to mean the digital data sewce 
offenng at 64 kbiVs and below 

Voice Grade circuits are provided with a bandwdth of 300-3000 Hz deslgned to meet 
certain spatications based on Company standards of measurement for voice 
transmission data transmission remote metenng telephoto and miscellaneous signaling 
purposes 

GeoMax is a high-speed muk-protocol fiber ophc data transpwt setvice lt utilaes Dense 
Wave Division Mumplexing (DWDM) technology to enable two or more optical signals 
having different wavebngms to be simultaneously transmitted in the same direction over 
one strand of fiber 

Senes 5000 Channels provide Base Capaaty for transmldtng vanws forms of elecmcal 
communication up to Speched limits and Terminating An'angements necessary for the 
utilizatton of such capaaty Channels am furnished between spclfied locations for 
telephone facsimile teletypewriter data transmission remote metenng supewsory 
control miscellaneous signaling and other purposes for which terrninaitng arrangements 
are provided Senes 5000 channels are fumshed for intralATA interexchanoe service 
only 

DSAS circuits are data cirwits which are furnished for use between - The master station and the Data Station Selector (DSS) or 
* DSSs andlor - The DSS and me Remote Stahons 

Concentrator-IdenOer equipment. designed for use in connection wth TAS bureau 
switchboards eliminates the necessity for a separate cable pair for each secretanal line 
between a wre center and the secretanal bureau 

Provides for wire center intemrmedion of Company-provided Swtched Access DSI or 
DS3 capacity services to intemnnector-provided or designated transmission equipment 

Nonrewmng charges are one-bme charges that apply for a s p e c k  work activity The type 
of nonrecumng charges that apply are SeMce Provisioning Charge (Initial and/or 
Subsequent), Channel Performance, Transport Mileage, Optlonal Features and Funmoos 
and Sewce Rearrangements Special Consbuction charges Customers who order 
service under an Alternate Pnung 
Arrangement may incur additional nonrecumng charges as identified in each individual 
case 

Service dates for the installation of new services or rearrangements of exsting sewces 
may be changed but the new service date may not exceed the onginal service date by 
more than 30 business days 

When a customer reports trouble to the Company for clearance and no trouble IS found in 
the Company's facilibes the customer shall be reSQOnSible for payment of a Maintenance 
of Service charge 

Additional Engineenng wll be provided by the Company at the request of the customer 
when 

A A customer requests additional technical information after the Company has already 
provided the technical information normally included on the Design Layout Report (DLR) 

B Additional Engineenng bme is incurred by the Company to engineer a customefs 
request for a Customized service 

Addittonal Labor is mat labor requested by the customer on a given setvice and agreed to 
by the Company 

Relates to Q4 1 11 and Q4 1 12 

Customer requested testlng by the Company of Speafled technical parameters 

Addlonal Cooperative Acceptance Testing and Non Scheduled Teshng for Voice Grade 
Service to test spemed parameters 

Relates to Q4 1 15 

Dispatch Charge applies to all Pnvate Line Transport Services and applies d for any 
reason the customer requests a service date change but fails to n o w  the Company 
before the service date and a Company techntuan IS dispatched to the customets 
premises on the service date 
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Categwy 
Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Obsolete 

Value Added 

Value Added 

Ancillary 

Ancillary 

Anallary 

Anallary 

Anallary 

Ancillary 

Ancillary 

Ancillary 

Ancillary 

NOTE 1 

C = Competlllve Exchange and NeWnrk S ~ N I C ~ S  

Pnce CapTanff SeChon Preflx Codes 
E = Exchange and N M r k  sewices 

Q = Carnptnlve Pnvate Line Tansporl Services 
ACS = Comptdwe Advanced Comm~nications Sewices 
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Tariff Sechon ('Tariff Headino 
Q4.1.2 

Q4.1.3 

Q4.1.4 

Q4.1.5 

Q4.1.6 

Q4.1.8 

Q4.3.2 

Q4.4 

Q4.5 

Q4.6 

Q5.2.13 

Q5.3 

Q6.2.1 

Q6.2.10 

Q6.2.12 

DESIGN CHANGE 

CANCELLATION OF 
APPLICATION FOR SERVICE 

EXPEDITE 

DESIGN LAYOUT REPORT 

SPECIAL CONSTRUCTION 

MAINTAINING FACILITIES 

FACILITIES PROTECTION- 
SPECIAL FACILITIES ROmING 

PROTECTION SERVICE FOR 

Descnphon 
A design change is any change to an order which requires engneenng review An 
engineenng review is a review by Company personnel of the service ordered and the 
requested changes to detenine what change in the design. if any is necessary to meet 
the changes requested by the customer 

Cancellahm charges are based on the estimated msts incurred by the Company at the 
m e  the order is canceled 

An Ewedite Charge will apply in situations where the Customer requests and the 
Company agrees to provide the service on an expedited besis 

At the request of the customer, the Company will prowde to the customer the make-up of 
the fauldies and service This informatton will be provided in the form of a Design Layout 
Report A mechanized DLR will be data transmitted to me custmer at no charge and will 
be reissued or updated whenever these faulibes are matenally changed At the customefs 
request additional copies of the mechanized DLR and all hard copies of the DLR will be 
provided and a charge will apply 

1 Speual Construcbon is required when a customer requests service and the faulities are 
ewer not available or require additional costs beyond those which would otherwise be 
incurred to construct 

Expense of maintaining Company provided faulities and service beyond the ordinary 
expenses of doing so 

Speual Facility Routing is involved when in order to comply with requirements speufied by 
the customer the Company provides 
services in a manner which includes one or more oi the following conditions 
A Diversity 
B Avoidance 
C Diversity and Avoidance Opbons 
D Cable-Only Faulihes 

Comoanv seMces omvided on faulities that extend to a hioh voltage 
HIGH VOLTAGE ENVIRONMENTS environment i e , electnc power generahng swtching anddistnbuing locations. require 

high voltage protection whenever hazardous voltages of 1M)OV peakasymmetncal or 
greater appear on those facilihes due to Ground Potenbal Rise (GPR) and/or induction 
caused by faults in electnc power system@) located on the customefs premises 

COMMAhDAL NK-NETWORK 
RECONFlGURATiON SERVICE 

TELECOM SERVICE PRIORITY 
SYSTEM 

US WEST DSI SERVICE 

CUSTOM SERVICE 
ARRANGEMENTS 

LOW-SPEED DATA SERVICE 

DIGITAL DATA SERVICE 

SIMULTANEOUS VOICE DATA 
SERVICE 

Category 
Ancillary 

Ancillarj 

Anullary 

Ancillary 

Ancillary 

Ancillary 

Value Added 

Ancillaw 

Command A Link-Network Reconfiguration Service provides the customer with the ability 
to reconfigure or rearrange their network from their premises at their mnvenience 

Value Added 

Telecommunications Service Pnonty (TSP) is a regulatory edministrahve and operational 
system developed by the Federal Government to ensure pnonty provisioning and/or 
restoration of Nabonal Sewnty Emergency Preparedness (NSEP) telecommunications 
servicas 

DSI Service pmwdes for the two-way transmission of 1 544 Mbltls 
digital signals on a point-to-point basis only DSI Service can be provisioned on copper, 
fiber or other suitable faulibes at the discrebon of the Company DSI Service may be 
used for the transmission of voice data and video signals or any combination thereof 
DSI Service is provided between two customer designated 
premises between a customer designated premises and a Company SeMng Wire Center 
or between Company Serving wire Centers 

One-off arrangements of equipment and services requested by customers for specialized 
sltuabons that cannot be addressed with existing tanffed sewices 

Uncondihoned channels capable of transmimng low speed varying 
signals at rates up to 30 baud or binary signals at rates of 0-150 baud Low-Speed Data 
Channels are furnished and rated fmm a POT to a POT or bndging locahon to a POT 
These channels are furnished on a two-point or multipoint basis 

Ancillary 

Value Added 

Value Added 

Value Added 

Digital Data Service (DDS) is provided on a two-point or multipoint, 4-wre basis and is 
capable of transmission of Synchronous senal data at the rate of 2 4 4 8.9 6 19 2 or 56 
kbps Digital Data Service is also provided at 64 kbps on a twopoint only basis Subrated 
DSO Service is also available 

Simultaneous Voice Data Service (SVDS) provides two-pomt or multipoint transport of full- 
duplex asynchronous or synchronous digital data, at speeds of 2 4,4 8 9 6 or 19 2 kbitls 
while simultaneously canylng analog voice traffic over a shared qualmed. two-wire 
exchange access line or network access channel 
facility Subrate DSO Service is also available 

Value Added 

Value Added 

NOTE 1 
E c Exchange and Nemrk Services 
C = Comptnive Exchange and NetWDlk SeNlCeS 
0 E Competitive PnYate Llne Transpolt SeNlCeS 

Pnce Cap T a M  Sedlon Prehx Codes 

ACS = CompMive Advanced Communications Services 



T a m  Secbon ('Tariff Heading 
M.2.13 DS1 SERVICE 

Q6.2.14 DS3 SERVICE 

QS.2.15 

M.2.18 

'26.2 19 

Q6.2.2 

06.2.4 

SELF HEALING NETWORK 
SERVICE 

GEOMAX SERVICE 

QWAVE SERVICE 

VOICE GRADE SERVIVCE 

LOCAL AREA DATA SERVICE 

M.2.5 AUDIO SERVICE 

06.2.6 

Q6.2.7 

M.2.8 

06.2.9 

07.9.1 

C105.11.4 

C107.1.3 

C107.1.4 

FOREIGN EXCHANGE SERVICE 

FOREIGN CENTRAL OFFICE 
SERVICE 

EXCHANGE SERVICE 
EXTENSIONS 

TELEPHONE ANSWERING 
SERVICE 

SWllCHED TRANSPORT 

OBSOLETE LINE VOLUME 
ADVANTAGE 

OBSOLETE 800 SERVICELINE 
OPTION 
OBSOLETE ANCILLARY WATS 
SERVICE 

NON ESSENTIAL SERVICES Amona Colponl  on Commwon 
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Descnpbon Category 
DS1 Service prowdes for the two-way transmission of 1 544 MbiUs 
digital signals on a point-to-point basis only DS1 Service can be provisioned on copper 
fiber or other suitable faulibes at the discrebon of the Company DSI Service may be 
used for the tansmission of voice data and video signals or any combination thereof 
DSI Service is provided between two customer deslgnated 
premises between a customer designated premises and a Company Serving Wire Center 
or between Company Serving Wire Centers 

DS3 Service prowdes a high capactly channel for the transmission of 
44 736 MbiVs isochronous senal data hawng a line code of bipolar three zero subsbtubon 
(6325) OS3 Service is provided between customer designated premises between a 
customer designated premises and a Company Hub or between Company Hubs 

Value Added 

Value Added 

Self-Healing Network Service (SHNS) is a Service arrangement designed to provide high 
capauty digital services between mulbple customer designated premises (Access Nodes) 
and a minimum of one Company wire center (Hub Node) which will survive in the event of 
any single failure (catastrophic or otherwise) wthin the Self-Healing Network 

Value Added 

GeoMax is a highspeed multi-protocol fiber op6c data transport sewice It utilizes Dense 
Wave Division Multiplexing (DWDM) technology to enable two or more optical signals 
having dtferent wavelengths to be simultaneously transmitted in the same direction over 
one strand of fiber 

QWave is a urcuit-based service ublizing shared Dense Wave Division Multiplexing 
(DWDM) technology to provide dedicated point-to-point bandwdth on a common Owest 
infrastructure 

Voice Grade circuits are provided with a bandwidth of 300-3000 Hz designed to meet 
certain spewications based on Company standards of measurement for voca 
transmission data transmission remote metenng telephoto and miscellaneous signaling 
purpases 

Local Area Data Service provides for baseband transmission of digital data signals 
between two points within the same serving 
wire center area Service is provided between two points that are not more than six route 
miles apart as determined by the Company using normal cable routing between the points 

Value Added 

Value Added 

Value Added 

Value Added 

to be served Channel lengths in excess of SIX route miles are not provided Service IS 

offered only for balanced transmission of data signals 
conforming to the signal power limitations and other parameters specfied in the applicable 
Technical Reference These uffiults are iunUshed on erther a two-wire or four-wrre basis 
over non-loadect metallic cable facilities 

Audio channels are prowded for the transmission of non-broadcast program signals on a 
two-point or mulbpoint basis The channels are furnished on a monthly basis for closed 
circuit (non-broadcast) transmission of voice andlor music signals in one direction only 

Foreign Exchange (FX) Service provides dial tone from a vnre center in an exchange tom 
which the customer is not normally served 

Foreign Central offce (FCO) Service provides dial tone from a cusiomets s m n g  wire 
center to a remote wire center in the same exchange 

Channels which extend dial tone from a customel"s serving wire center to a noncontinuous 
property station location 

A Telephone Answenng Service VAS) circuit provides access to any individual or firm 
offenng a telephone answenng service to a number of customers as a general 
undertaking 

Provides the transmission facilities between h customeis premises and the end office 
swlfch(es) where me customefs treffic is switched to ongrnate or terminate its 
communications 

LINE VOLUME ADVANTAGE is available to business customers subscnbing to 50 or 
more lines in mnluncbon W h  basic business access lines A customer may have up to a 
maximum of 3 000 parbcipabng lines a m s s  the Qwest region LINE VOLUME 
ADVANTAGE is offered as a tiered plan with each tier having a 
Minimum Line Requirement 

A measured access line assouated with inward toll tree long distance calling 

Additional terminations of a WATS access line 

Value Added 

Value Added 

Value Added 

Value Added 

Value Added 

Value Added 

Obsolete 

Obsolete 

Obsolete 

NOTE 1 Pnoe CapTaMf Sedlon Prefix Codes 
E = Exchange and NetnaR Services 
C = Competlhve Exchange and N e m h  Services 
Q = Competnive Pnvale Line Transpan S ~ N I C ~ S  
ACS = Comptllive Advanced CornmUniCLltlons Sewices 



NON ESSENTIAL SERVICES 

Tanff Secbon ( Tam Heading 
c107 1 5 

Descnptian 
The Large User Discount provides a volume discount on Outward WATS and/or 800 
SERVICELINE Ootion based on a minimum number of hours of the service oer month 

OBSOLETE LARGE USER 
DISCOUNT ~ OUTWARD WATS 
AND 800 

C109 1 17 OBSOLETE CENTREX2l 
SERVICE 

Centrex 21 Service IS a flat rate, business SeMce for customers with 2 to 50 stahon lines 
Centrax 21 Service is furnished only tmm a Stored Program Controlled central office 

will not be available in a 2BESS Central office Centrex 21 consists of standard features 
which are available to all stabon lines in the shared wstomer group where available A 
Centmx 21 customer has a choice of ham9 the features delivered via analog lines and/or 
2B+S, (digital voiw only) ISDN lines 

z offered subject to the availability of facilihes and applicable genenc feature programs and 
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Category 
Obsolete 

Obsolete 

C6 2 9 SPECIAL HOUR DISCOUNT Speual hour discount epplies only to interutyfintraLATA long distance message 
telecornmunicabons dial stabon-tmstation sewice between points wlthin the same LATA 
for selected hours on selected days as determined by the Company 

Two or more access lines each at a dtferent locat!on in the same local service area 
arranged with the capability of answenng calls for one line or each of the lines at another 
location 

~n arrangement that allows a customer to transport any framed sequence of binary ones 
and zeroes through a 1 544 MbiUs channel 

An offenng for potenbal new business and to existing business customers to induce the 
retention or conhnuation of ensting services by those customers 

Relates to Q 4 1 10 - When a customer reports trouble to the Company for clearance and 
no trouble IS found in the Company's faalities h e  wstornershall be resuonsible for 
payment of e Maintenance of Service charge 

C105 2 5 A OBSOLETE COMBINATION 
ACCESS LINE SERVICE 

Ql05 2 13 OBSOLETE DS1 SERVICE 

Q3 6 COMPETITIVE RESPONSE 

Q4 1 9 REPAIR OF FACILITIES 

Toll 

Obsolete 

Obsolete 

Pncing 

Ancillary 

NOTE 1 
E = Exchange and Network Services 
c = Competihve Exchange and Network Sewices 
0 = Competitive Pnvde Lme Trampon Services 
ACS = Compefnive Advanoed Communsatians S~NICBS 

Pme Cap Tanff Sedlon Prefa Codes 
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Tariff Section (1) Description 
E10.10.8 
E10.11.3 
E l  0.4.4 
E10.4.6 
E10.4.7 
E10.7.1 
E10.7.2 
E105.2.5.B 
E l  09.2.1 
E2.2.10 
E2.2.7 
E2.2.9 
E2.3.2 
E3.1.1 
E3.1.7 
E3.1.8 
E5.1.6 
E5.2.1 
E5.2.2 
E5.2.4 
E5.2.5 .A 
E5.2.6 
E9.2.1 
E9.2.5 
c5.3.3 
C5.4.2 
C5.8.4 
Q7.1 - Q7.9.1 

DISASTER RECOVERY SERVl C ES 
N11 SERVICE 
TOLL RESTRICTION 
900 SERVICE ACCESS RESTRICTION 
BLOCKING FOR 10XXX1+/10XXX011+ 
CALLER IDENTIFICATION BLOCKING-PER CALL 
CALLER IDENTIFICATION BLOCKING-PER LINE 
OBOSLETE SERVICE STATIONS 
OBSOLETE EMERGENCY REPORTING SERVtCE 

ASSIGNING & CHANGING TELEPHONE NUMBERS 

RETURNEDCHECKCHARGE 
NONRECURRING CHARGES 
DUAL SERVICE 
EXPRESS SERVICE 
LOCAL SERVICE INCREMENTS 
MEASUREDUSAGECHARGES 

TEMPORARY SUSPENSION OF SERVICE - CUSTOMER INITIATED 

TERMINATION OF SERVICE - COMPANY INITIATED 

LOW USE OPTION SERVICE - PRIMARY LINE 
FLAT RATE SERVICE - PRIMARY LINE 
SERVICE STATION LINES 
TELEPHONE ASSISTANCE PROGRAMS 

EMERGENCY T W N S P O R T  BACKUP 
FLAT RATE TRUNKS 
TOUCHTONE CALLING 
INTERCEPT SERVICES 
SWITCHED TRANSPORT 

UNIVERSAL EMERGENCY NUMBER SERVICE - 91 1 

Q21 . I  - Q21.4.1 SWITCHED ACCESS SERVICE VIRTUAL El 
E5.7.1 
E11.2 POLE ATTACHMENTS 

LISTING SERVICES (INCLUDES RESIDENCE NLT AND NPU) 

NOTE 1 : Price Cap Tariff Section Prefix Codes 
E = Exchange and Network Services 
C = Competitive Exchange and Network Services 
Q = Competitive Private Line Transport Services 
ACS = Competitive Advanced Communications Services 

BASKET 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
2 
2 
2 
3 
3 
1 
1 



RWISED ATTACHMENT B 
NON ESSENTIAL SERVICES 

Tariff Section (1) Description 
MESSAGE DELIVERY SERVICE c10.10.1 

c 10.1 0.2 
C10.3.2 
C10.4.1 
C105.10 
C105.2.5 
C105.3.4 
C105.3.5 
C105.4.10 
C105.4.11 
C105.4.3 
C105.7.1 
C109.2.3 
C110.3.1 
C110.4.2 
C110.8 
C125.1 
C15.1 
C25.1 
C5.10 
‘25.2.2 
C5.2.4 
C5.2.5.A 
C5.2.5.A 
c5.3.4 
C5.4.10 
C5.4.11 
C5.4.19 
c5.4.3 
c5.4.5 
C5.4.8 
c5.4.9 
C5.7.1 
c5.7.7 
C9.4.6 

ACS10.5 
ACS107.5.1 
ACS109.5 
ACS5.4.1 
ACS5.4.2 
ACS5.5.1 
ACS5.5.2 
ACS7.5.1 
C10.10.4 
C10.10.5 
C10.5.2 
C105.2.13 
C105.4.14 
C105.4.15 
C105.4.17 
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MESSAGE WAITING INDICATION 
CENTRAL OFFICE MAKE BUSYETOP HUNT 
CUSTOMNET SERVICE 
OBSOLETE RESALESHARING OF COMPANY SERVICES 
OBSOLETE LOCAL SERVICE OPTIONS 
OBSOLETE DID SERVICE 
OBSOLETE IDENTIFIED OUTWARD DIALING 
CUSTOM RINGING SERVICE 
OBSOLETE HUNTING SERVICE 
OBSOLETE CUSTOM CALLING SERVICES 
OBSOLETE LISTINGS 
OBSOLETE EMERGENCY ALARM AND REPORTING SERVICE 
OBSOLETE ARRANGEMENTS FOR NIGHT, SUNDAY, HOLIDAY SERVICE 
OBSOLETE TOLL DIVERSION 
OBSOLETE NETWORK CONNECTING ARRANGMENTS 
OBSOLETE CUSTOMIZED SERVICES OF EQUIPMENT OR SERVICE ARRANGEMENTS 
DIGITAL SWITCHED SERVICES (DSS) 
CUSTOMIZED SERVICE EQUIPMENT OR SERVICE ARRANGEMENTS 
RESALUSHARING OF COMPANY SERVICES 
LOW USE OPTION SERVICE -ADDITIONAL LINES 
FLAT RATE SERVICE -ADDITIONAL LINES 
PUBLIC RESPONSE CALLING SERVICE 
PUBLIC RESPONSE CALLING SERVICE 
DIRECT INWARD DIALING (DID) SERVICE 
CUSTOM RINGING SERVICE 
HUNTING SERVICE 
NUMBER FORWARDING 
CUSTOM CALLING SERVICES 
BASIC EXCHANGE ENHANCEMENT 
OPEN SWITCH INTERVAL PROTECTION 

LISTING SERVICES 
CUSTOM NUMBER SERVICE 
NEXT CONNECTS 

CALLER IDENTIFICATION - BULK 

RATES AND CHARGES 
GENERAL 
RATES AND CHARGES 
GENERAL 
OPTIONAL FEATURES AND FUNCTIONS 
GENERAL 
OPTIONAL FEATURES AND FUNCTIONS 
GENERAL 
TRAFFIC DATA REPORTING SERVICE 
CALL EVENT AND MANAGEMENT SIGNALING SERVICE (CEMSS) SUBSCRIBER 
CODE BILLING 
OBSOLETE BUSINESS LINE VOLUME PURCHASE PLAN 
OBSOLETE CUSTOM SOLUTIONS 
OBSOLETE SINGLE NUMBER SERVICE 
OBSOLETE SELECT CALL ROUTING SERVICE 

BASKET 
2 ~ 

2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 

3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 

NOTE 1 : Price Cap Tariff Section Prefix Codes 
E = Exchange and Network Services 
C = Competitive Exchange and Network Services 
Q = Competitive Private Line Transport Services 
ACS = Competitive Advanced Communications Services 
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C105.6 
C105.9.1 
C105.9.2 
C106.2.3 
C106.2.5 
C106.3.1 
C106.3.18 
C107.1.1 
c109.1.1 
c109.1 .I 0 
C109.1 .I 2 
C109.1.13 
C109.1 .I 6 
C109.1.2 
C109.1.6 
C109.1.7 
C113.3 
C113.4 
C114.3.2 
C115.2 
C13.2 
C13.2.1 
C13.3 
C13.4 
C14.2.1 
C14.3.1 
C14.4 
C15.3 
C15.4 
C3.1.9 
(25.1 1 .I 
C5.11.2 
C5.11.3 
C5.2.10 
C5.2.11 
C5.2.5.B 
C5.2.8 
c5.4.4 
c5.4.4 
c5.4.7 
C5.9.1 
C5.9.2 
C6.2.1 
C6.2.4 
C6.2.8 
C6.3.17 
C6.3.18 
C7.1.2 
C7.1.5 
c9.1.10 
c9.1 . I8 

OBSOLETE JOINT USER SERVICE 
OBSOLETE PACKAGES ASSOCIATED WITH BASIC EXCHANGE SERVICE 
OBSOLETE PACKAGES NOT ASSOCIATED WITH BASIC EXCHANGE SERVICE 

OBSOLETE SPECIAL REVERSED CHARGE LONG DISTANCE SERVICE 
OBSOLETE METROPOLITAN PREFERRED AREA CALLING SERVICE 
OBSOLETE CALLING CONNECTION PLANS 
OBSOLETE OUTWARD WATS 
OBSOLETE CENTREX SERVICE 
OBSOLETE OPTIONAL FEATURES 
OBSOLETE CENTRON 6 AND 30 SERVICE 
OBSOLETE CENTRON CUSTOM SERVICE 
OBSOLETE CENTREX PLUS SERVICE 
OBSOLETE ESS SERVICE 
OBSOLETE AIRPORT INTERCOMMUNICATING SERVICE 
OBSOLETE CUSTOMIZED MANAGEMENT SERVlCESlCENTRON I 
OBSOLETE RESIDENCE MAINTENANCE PLANS 
OBSOLETE BUSINESS MAINTENANCE PLANS 
OBSOLETE PURCHASE PLUS REWARD PLAN FOR ISDN 
OBSOLETE SWITCHNET 56 SERVICE 
PREMISES WORK CHARGES 
NETWORK PREMISES WORK CHARGES 
RESIDENCE MAINTENANCE PLANS 
BUSINESS MAINTENANCE PLANS 
SINGLE LINE SERVICE 
PRIMARY RATE SERVICE 
INDIVIDUAL CASE ISDN SERVICE 
UNIFORM ACCESS SOLUTION SERVICE 

EXPRESS CHANGE CHARGES 
LINE VOLUME PLAN 
CORE CONNECT 1 
PURCHASE PLUS REWARD PLAN 
TENANT SOLUTIONS 
COMPETITIVE RESPONSE 
STANDBY LINE 
HOME BUSINESS LINE SERVICE 

MARKET EXPANSION LINE 
INTRACALL SERVICE 
PACKAGES ASSOCIATED WITH BASIC EXCHANGE SERVICE 
PACKAGES NOT ASSOCIATED WITH BASIC EXCHANGE SERVICE 
TWO-POINT MESSAGE TELECOMMUNICATIONS SERVlCe 
DIRECTORY ASSISTANCE SERVICE 
OPERATOR VERIFICATION/INTERRUPT SERVICE 
GUARANTEED RATE CALLING CONNECTION 
CALLING CONNECTION PLANS 
800 SERVICE 

OPTIONAL SERVICE FEATURES 
CENTREX PRIME SERVICE 

OBSOLETE 1-800 CALLING SERVICE 

INTEGRATED T-I SERVICE 

MARKET EXPANSION LINE - USAGE 

LARGE USER DISCOUNT - 800 SERVICE 

BASKET 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 

3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 

3 

NOTE 1: Price Cap Tariff Section Prefix Codes 
E = Exchange and Network Services 
C = Competitive Exchange and Network Services 
Q = Competitive Private Line Transport Services 
ACS = Competitive Advanced Communications Services 
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Tariff Section f l )  Descriotion 
c9.1.7 
c9.4.4 
c9.4.5 
Q1O.l 
Q105.2.10 
Q105.2.14 
Q105.2.18 
Q105.2.2 
Q105.2.3 
Q105.2.9 
Q3.2.2 
Q4.1.1 
Q4.1.10 
Q4.1.11 
Q4.1 . I2  
Q4.1.13 
Q4.1.14 
Q4.1 .I5 
Q4.1.16 
Q4.1.17 
Q4.1.2 
Q4.1.3 
Q4.1.4 
Q4.1.5 
Q4.1.6 
Q4.1.8 
Q4.3.2 
Q4.4 
Q4.5 
Q4.6 
Q5.2.13 
Q5.3 
Q6.2.1 
Q6.2.10 
Q6.2.12 
Q6.2.13 
Q6.2.14 
Q6.2.15 
Q6.2.18 
Q6.2.19 
Q6.2.2 
Q6.2.4 
Q6.2.5 
Q6.2.6 
Q6.2.7 
Q6.2.8 
Q6.2.9 
C105.11.4 
C107.1.3 
C107.1.4 
C107.1.5 

\ r  

CUSTOMIZED CALL MANAGEMENT SERVICES~CENTRON I 
UNIFORM CALL DISTRIBUTION 

SPECIAL PROMOTIONS 
OBSOLETE DATAPHONE DIGITAL SERVICE 
OBSOLETE VOICE GRADE SERVICE 
OBSOLETE GEOMAX SERVICE 
OBSOLETE SERIES 5000 CHANNELS 

OBSOLETE TELEPHONE ANSWERING SERVICE 
NONRECURRING CHARGES 
SERVICE DATE CHANGE 
MAINTENANCE OF SERVICE 
ADDITIONAL ENGINNEERING 
ADDITIONAL LABOR 
ADDITIONAL ENGINEERING AND LABOR CHARGES 
ACCEPTANCE TESTING 
TESTING SERVICES 
TESTING CHARGES 
DISPATCH CHARGE 
DESIGN CHANGE 
CANCELLATION OF APPLICATION FOR SERVICE 
EXPEDITE 
DESIGN LAYOUT REPORT 
SPECIAL CONSTRUCTION 
MAINTAINING FACILITIES 

PROTECTION SERVICE FOR HIGH VOLTAGE ENVIRONMENTS 
COMMANDALINK-NETWORK RECONFIGURATION SERVICE 
TELECOM SERVICE PRIORITY SYSTEM 
US WEST DSI SERVICE 
CUSTOM SERVICE ARRANGEMENTS 

DIGITAL DATA SERVICE 
SIMULTANEOUS VOICE DATA SERVICE 
DSI SERVICE 
DS3 SERVICE 
SELF HEALING NETWORK SERVICE 
GEOMAX SERVICE 
QWAVE SERVICE 
VOICE GRADE SERVIVCE 
LOCAL AREA DATASERVICE 
AUDIO SERVICE 
FOREIGN EXCHANGE SERVICE 
FOREIGN CENTRAL OFFICE SERVICE 
EXCHANGE SERVICE EXTENSIONS 
TELEPHONE ANSWERING SERVICE 
OBSOLETE LINE VOLUME ADVANTAGE 
OBSOLETE 800 SERVICELINE OPTION 
OBSOLETE ANCILLARY WATS SERVICE 

CO-AUTO CALL DISTRIBUTION (CO-ACD) 

OBSOLETE DATAPHONE SELECT-A-STATION 

FACILITIES PROTECTION-SPECIAL FACILITIES ROUTING 

LOW-SPEED DATA SERVICE 

OBSOLETE LARGE USER DISCOUNT - OUTWARD WATS AND 800 

BASKET 
3 
n J 
n J 
3 
3 
J 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
0 J 

3 
n J 
n J 
n J 
n J 
n J 
n J 
n J 
3 
n 
5 

3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 

NOTE 1: Price Cap Tariff Section Prefix Codes 
E = Exchange and Network Services 
C = Competitive Exchange and Network Services 
Q = Competitive Private Line Transport Services 
ACS = Competitive Advanced Communications Services 
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C109.1 .I 7 
C6.2.9 SPECIAL HOUR DISCOUNT 
C105.2.5.A 
Q105.2.13 OBSOLETE DSI SERVICE 
Q3.6 COMPETITIVE RESPONSE 
(24.1.9 REPAIR OF FACILITIES 

OBSOLETE CENTREX 21 SERVICE 

OBSOLETE COMBINATION ACCESS LINE SERVICE 
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BASKET 
3 
3 
3 
3 
3 
3 
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I. IDENTIFICATION OF WITNESS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND POSITION WITH 

CENTURYLINK. 

My name is Robert H. Brigham. My business address is 1801 California Street, Denver, 

Colorado, and I am currently employed by CenturyLink as a Regulatory Operations 

Director. I am testifying on behalf of CentwyLink QC. 

HAVE YOU PREVIOUSLY FILED TESTIMONY IN THIS PROCEEDING? 

Yes. I filed direct testimony in this proceeding on January 25,2012. 

11. PURPOSE OF TESTIMONY 

3 Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

4 

5 

6 

A. The purpose of my rebuttal testimony is to respond to the Direct testimonies Mr. Elijah 

Abinah and Armando Fimbres filed on behalf of the Commission Staff, and the testimony 

of Mr. Patrick Quinn filed on behalf of the Residential Utility Consumer Office (“RUCO”). 

17 

18 

19 

20 

21 

22 

23 

24 

25 

I will also briefly address the testimony of Mr. Lyndall Nipps filed on behalf of tw telecom. 

While Staff has recommended that retail services for Residential, Small Business and 

Medium Business should be classified as “emerging competitive” in this proceeding, the 

evidence clearly warrants the full “competitive” classification of services for these 

customer segments pursuant to A.A.C R14-2-1108. My testimony provides significant 

evidence demonstrating that competition is robust in these market segments and that these 

customers have multiple alternatives to CenturyLink voice services in Arizona. 

CenturyLink agrees with Staffs assignment of “competitive” classification for Enterprise 

business services. RUCO agrees with CenturyLink that the Arizona consumer voice 
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market is “competitive” and should be classified as such, subject to the resolution of 

several issues and the implementation of certain “safeguards.” My testimony will address 

these issues, and demonstrate that the pervasive competition throughout Arizona renders 

most of these safeguards unnecessary. 

111. RESPONSE TO STAFF 

A. ANALYSIS OF STAFF’S “2012 CENTURYLINK REGULATORY PLAN’’ 

Q. PLEASE SUMMARIZE STAFF’S RECOMMENDATIONS IN THIS 

PROCEEDING. 

Staffs recommendations regarding the classification of services are described on pages 13 

and 14 of Mr. Abinah’s testimony. Staff has devised a new “2012 CenturyLink Regulatory 

Plan” that applies only to CenturyLink. Under this plan, Staff proposes that: 

A. 

0 CenturyLink’s services provided to Residential, Small Business and Medium 
Business should be classified as “Emerging Competitive” with pricing caps as 
described below, and the services provided to Large Business should be classified 
as “Competitive,” subject to setting maximum rates pursuant to A.A.C R14-2- 
11 10. 

0 CenturyLink should be authorized to establish (1) maximum rates for Residential 
services that are 125% of the current actual rates and (2) maximum rates for Small 
and Medium Business that are 130% of the current actual rates. These changes 
shall occur over a three year period from the date of the Commission’s Decision 
in this case. 

0 The rates that are actually charged to Residential or Consumer customers shall 
increase by no more than 10 percent annually. 
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The rates that are actually charged to Small and Medium Business customers shall 
increase by no more than 15 percent annually. 

After the Commission issues its Decision in this matter, CenturyLink shall be 
required to give its customers notice of any subsequent filing to set maximum 
rates, and shall inform customers that they have an opportunity to provide 
comment or request a hearing on the proposed maximum rates. 

CenturyLink may not file a request to increase maximum rates established by the 
Commission until the expiration of a 30 month period from the date of the 
Commission’s Decision approving maximum rates for services provided to 
Residential and Small and Medium Business customers. 

Any telecommunications service classified by the Commission as emerging 
competitive may subsequently be reclassified as noncompetitive if the 
Commission determines after due process that reclassification would protect the 
public interest. 

CenturyLink shall file annually, beginning September 1,2013, a report that 
describes how and whether the 2012 CenturyLink Emerging Competitive and 
Competitive Classification is functioning as expected and if CenturyLink believes 
such classification is in the public interest. 

Classification of CenturyLink’ s services as “emerging competitive” and 
“competitive” shall relieve the Company of the obligation to file an application 
pursuant to A.A.C. R14-2- 103 with the request to increase rates for services 
provided to Residential, Small, Medium and Large Business customers unless the 
Commission reclassifies these services as non-competitive. 

At the end of the three year period of rate caps described above, CenturyLink 
would be allowed to make a new filing for competitive classification under Rule 
1 108. Alternatively, at the end of the three years CenturyLink would be allowed 
to make a rate increase request. (No process is identified by Staff for that option). 

Regarding CenturyLink’ s proposal to deregulate services, Staff recommends that the 

services listed in Staff Witness Armando Fimbres’ Exhibits 3 and 4 should be found to be 
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1 neither essential nor integral to the public service, and that only these services should be 

2 deregulated. 

3 

4 Q. WHAT IS THE BASIS FOR THE STAFF’S DETERMINATION THAT 

5 RESIDENTIAL, SMALL BUSINESS AND MEDIUM BUSINESS SERVICES 

6 SHOULD BE CLASSIFIED AS “EMERGING COMPETITIVE?’’ 

7 

8 

A. According to Mr. Abinah, Staff cannot support statewide competitive classification for 

services provided to Residential or Small and Medium Business customers because “Staff 

9 

10 

does not believe that the alternatives available to these customers are robust enough to 

justify competitive services classification.”’ Thus, they propose a new “emerging 

11 competitive” classification for these services. 

12 

13 Q. DO YOU AGREE WITH STAFF’S CLASSIFICATION OF THESE SERVICES AS 

14 “EMERGING COMPETITIVE?” 

15 A. No. Sufficient evidence has been provided in this proceeding to demonstrate that 

16 competition is robust in the market for services provided to Residential, Small and Medium 

17 Business customers. The evidence clearly warrants the “competitive” classification of 

18 residential (consumer), small business and medium business services, pursuant to A.A.C 

19 R14-2-1108. I will address Staffs testimony regarding each of these customer segments 

20 below. CenturyLink agrees with Staffs assignment of “competitive” classification for 

21 Enterprise business services. 

~ 22 
I 

Abinah Direct, page 8. 1 
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HOW DOES CENTURYLINK REACT TO STAFF’S MAXIMUM RATE 

PROPOSALS FOR “EMERGING COMPETITIVE” SERVICES? 

It is perplexing that Staff has proposed a new “emerging competitive” classification with 

new increased maximum rates in response to CenturyLink’s Application. In its 

Application, CenturyLink sought competitive classification under Rule 1 1 OS, which is not 

a rate-setting process. CenturyLink believes that its services should be classified as 

“competitive” in this proceeding and that after competitive classification is granted, those 

services should then be subject to the pricing treatment afforded in A.A.C R14-2-1109 and 

R14-2-1110, as I described in my Direct testimony. These are the rules followed by the 

Commission to set rates for wireline competitors such as Cox. 

In contrast, Staff presents an approach that is simultaneously unorthodox and conservative, 

and very conflicted. Staff proposes to give CenturyLink a primary benefit of being 

classified as competitive-the ability to increase or decrease rates under an approved 

maximum-but withholds the declaration that the company’s services are competitive. 

Staffs maximum pricing scheme would allow CenturyLink to raise some below-market 

prices to the proper competitive levels, which CenturyLink views as a positive. However, 

the company is troubled by Staffs conclusion that there is no basis for “competitive” 

classification despite overwhelming evidence to the contrary. The maximum rate increase 

proposed by Staff is not the result of a ratemaking process that has been established by 

rule, and turns the Rule 1108 and 1 110 process upside down, by setting maximum rates 

first. Staffs streamlined grant of maximum rates completely undercuts Staffs conclusion 

that CenturyLink’s services are not competitive enough to justify streamlined rate setting 

under Rules 1 109 and 1 110. Essentially, the Staff proposal places the Company in the 
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same box it has been in for years, and does not represent any real progress towards 

competitive parity. 

Q. WHY DO YOU THINK STAFF IS RELUCTANT TO DECLARE THAT 

CENTURYLINK’S RETAIL SERVICES ARE “COMPETITIVE?” 

I believe the Staffs reluctance to declare the obvious-that CenturyLink’s services face A. 

effective competition and that customers have competitive voice options-may be based on 

a fear that if the services are declared competitive, the Commission has no recourse if the 

market were to somehow become less competitive in the future. However, this approach is 

unnecessarily cautious. In fact, Rule 1 108(H) specifically acknowledges that a finding of 

competitive status does not preclude the Commission from reversing that status at a later 

time if conditions warrant: 

Any telecommunications service classified by the Commission as competitive may 
subsequently be reclassified as noncompetitive if the Commission determines that 
reclassification would protect the public interest. 

Q. ARE YOU CONCERNED ABOUT STAFF’S PROPOSAL TO REQUIRE 

CENTURYLINK TO RETURN TO THE COMMISSION AGAIN IN THREE 

YEARS IF IT WANTS TO SEEK COMPETITIVE CLASSIFICATION FOR 

THESE RETAIL SERVICES? 

Yes. Mr. Abinah states: “Staff recommends that 30 months from the date of a Commission 

Decision in this matter, CenturyLink be authorized file a request to increase rates for 

A. 

services provided to Residential and Small and Medium Business Customers, or to seek 

competitive cZassijication.”2 This represents “kicking the can down the road” and 

Abinah Direct, page 13. (Emphasis added). 2 
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1 unnecessarily and wrongfully delays a competitive classification that should be granted 

2 

3 

today. It would require CenturyLink to make another filing like this one, with all the 

associated costs for CenturyLink and intervenors. Based on the high level of competition 

4 in the Arizona market today, and the fact that CenturyLink has met the criteria in A.A.C 

5 R14-2-1108, the Commission should grant competitive classification for these services 

6 now. 

7 

8 DOES STAFF PROPOSE TO CLASSIFY ALL RETAIL SERVICES PROVIDED 

9 TO RESIDENTIAL, SMALL BUSINESS AND MEDIUIM BUSINESS 

Q. 

10 

11 

CUSTOMERS AS “EMERGING COMPETITIVE-EVEN THOSE THAT HAVE 

BEEN TREATED AS “COMPETITIVE” PREVIOUSLY?” 

12 A. Yes. Inexplicably, the Staff proposal denies competitive classification for all services 

13 provided to the residential, small and medium business markets, including (1)  services that 

14 

15 

have already been specifically accorded competitive treatment pursuant to Rule 1 108 and 

(2) services that are provided pricing flexibility and streamlined rate setting in the 

16 CenturyLink Original Price Cap Plan and/or the Renewed Price Cap Plan. Thus, the Staff 

17 proposal represents a giant step backwards. 

18 

19 Q. WHAT SERVICES HAVE ALREADY BEEN CLASSIFIED AS COMPETITIVE 

20 PURSUANT TO A.A.C. R14-2-1108? 

21 A. As I described on pages 9-10 of my Direct Testimony, MTS, Private Line, WATS, 800 

22 

23 

Service, and Optional Calling Plans, Directory Assistance, Centrex Prime, ATM Cell Relay 

Service and National Directory Assistance have already been declared “competitive” 

24 

25 

pursuant to Rule 1108, and are subject to pricing under Rules 1109 and 11 10. In effect, 

Staff proposes to remove that classification and declare these services, which are included 
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in Basket 3, to be “Emerging Competitive.” However, there has been no showing by Staff 

or any other party under A.A.C. R14-2-1lO%(H) that would permit these services to be 

reclassified as anything but “competitive.” 

WHAT SERVICES ARE TREATED AS COMPETITIVE PURSUANT TO THE 

CENTURYLINK RENEWED PRICE CAP PLAN? 

All of the services listed in Revised Attachment B (Exhibit RHB-11) are included in either 

Basket 2 or Basket 3 under the Renewed Price Cap Plan. Although some of these services 

were not explicitly found to be competitive under Rule 1108, it is clear in both the original 

Price Cap Plan as well as the Renewed Price Cap Plan that these services were viewed as 

competitive by the Commission. 

PLEASE DESCRIBE HOW THE COMMISSION TREATED COMPETITIVE 

SERVICES IN THE ORIGINAL PRICE CAP PLAN. 

Under the Original Price Cap Plan, services in Basket 3 were defined as “Flexibly-Priced 

Competitive  service^."^ According to the Commission’s Order, “This Basket includes 

only those services that have been accorded pricing flexibility or have been determined by 

the Commission to be competitive under A.A.C. R14-2-1108, and new services and new 

service packages offered by Q w e ~ t . ” ~  The Commission found that “Price changes to 

flexibly priced and competitive services contained in Basket 3 shall comply with the 

requirements of A.A.C. R14-2-1 109,”5 which governs price changes for competitive 

Decision 63487, Attachment A, page 4 

Decision 63487, Attachment A, page 4. Basket 3 services included many, but not all, of the services 

Decision 63487, Attachment A, page 5 

that are classified as Basket 3 in the Renewed Price Cap Plan. 
5 
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services. Thus, it is clear that the Commission intended all Basket 3 services in the 

Original Price Cap Plan to be treated as “competitive,” whether they had specifically been 

declared “competitive” under Rule 1108 or not. There was no distinction made among the 

treatment of services in Basket 3, whether they had at one time been classified competitive 

under A.A.C. R14.2.1108, whether they had been placed in Basket 3 as part of the 

establishment of the Price Cap Plan, or whether they had originally been a Basket 1 service 

that had subsequently satisfied the requirements of Rule 1108. The Original Price Cap 

Plan order makes it clear that these services were considered to be fully competitive; these 

services were in fact called “Flexibly-Priced Competitive Services.” (emphasis added) 

There are other aspects of the Original Price Cap Plan that demonstrate a recognition that 

the Basket 3 services were considered to be fully competitive. For example, in the Original 

Price Cap Plan, Basket 1 Services (non-competitive) could be moved to Basket 3 only by 

establishing that the criteria of R14-2-1108 had been met.6 It would not make sense for 

services reclassified to Basket 3 to be somehow “more competitive’’ than services that had 

previously been classified as competitive (but without explicit 1 108 treatment), especially 

since they would be subject to the same pricing treatment pursuant to Rules 1 109 and 1 1 10. 

Even though the Original Price Cap Plan clearly stated, -in 2001, that Basket 3 services are 

“competitive” subject to pricing flexibility per Rules 1 109 and 1 1 10, the Staff now-more 

than ten years later-would like to remove this classification, rendering these services as 

“emerging competitive” services that are not subject to Rules 1109 and 1 1 10. 

Decision No. 63487, Attachment A, page 5 6 
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PLEASE DESCRIBE HOW THE COMMISSION TREATED COMPETITIVE 

SERVICES IN THE RENEWED PRICE CAP PLAN. 

In the Renewed Price Cap Plan: the services that are currently listed in Basket 2 are 

classified as services with “limited pricing flexibility” and the services in Basket 3 are 

labeled as “Flexibly Priced Competitive Services” per the AFOR. While the Commission 

has not made an explicit Rule 1108 determination for many of these services that were 

given price flexibility under the Renewed Price Cap Plan order, it is abundantly clear that 

the Commission considered them to be competitive, as demonstrated by the language of the 

Plan. 

Regarding Basket 2 services, Attachment A to the Stipulation (Exhibit A) in Docket T- 

01051B-03-0454 et al, approved by the Commission in Decision 68604, provides that 

“increases in individual service prices for Basket 2 services shall not exceed 25% within 

any 12 month period.”’ In addition, the approved agreement states: “Price changes to 

Limited Pricing Flexibility Retail Services contained in Basket 2 shall comply with the 

requirements of A.C.C. R14-2-1109 and 1 1 lo.”’ Even though the Price Plan clearly states 

that these services are subject to pricing flexibility per Rules 1 109 and 1 110, the Staff 

would like to remove this classification, rendering these services as “emerging 

competitive” services that are not subject to Rules 1 109 and 1 1 10. 

’ Id., page 5, which states: “Price changes to flexibly priced and competitive services contained in 
Basket 3 shall comply with the requirements of A.A.C. R14-2-1109.” 

Decision 68604, Docket T-01051B-03-0454 et al, Exhibit A, Attachment A, page 1. An aggregate 
revenue cap was established for all of the services in Basket 2. 

Id., page 2. 9 
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1 Basket 3 “Flexibly-Priced Competitive Services” are provided with full pricing flexibility, 

2 with the total basket subject to an aggregate revenue cap. While the Commission has not 

3 made an explicit Rule 1108 determination for some services in this category, it is 

4 abundantly clear that the Commission considered them to be competitive. Attachment A to 

5 the Stipulation (Exhibit A) in Docket T-01051B-03-0454 et al, approved by the 

6 Commission in Decision 68604, states: “This basket includes only those services that have 

7 been accorded pricing flexibility or have been determined by the Commission to be 

8 

9 

competitive under A.A.C. R14-2-1108, and new services and new service packages offered 

by Qwest.”” The Price Plan clearly states that these services are “competitive” and subject 

10 to pricing flexibility per Rules 1109 and 1110. Yet the Staff would like to retract this 

11 finding, classifying these services as “emerging competitive” services that are not subject 

12 to Rules 1 109 and 1 1 10. What is even more egregious is that Basket 3 contains services, as 

13 noted above, that have already been declared competitive pursuant to Section 1 108. 

14 

15 Q. HAS THE COMMISSION PREVIOUSLY ADDRESSED WHETHER ALL 

16 

17 COMPETITIVELY CLASSIFIED? 

SERVICES MUST GO THROUGH THE RULE 1108 PROCESS BEFORE BEING 

18 A. Yes. In response to concerns raised by AT&T and Cox in the Original Price Cap Plan 

19 

20 

proceeding, Decision No. 63487 contains the following language which approved Section 

4(e) of the Settlement Agreement: 

21 
22 
23 
24 
25 

Thus, we approve this section of the Settlement Agreement that allows new 
services and service packages to be included in Basket 3 without having to 
meet all of the requirements of R14.2.1108, only after modification. We 
approve this section with the express understanding that in reviewing new 

Id., page 2. 10 
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service and service package filings, Staff will specifically look at market 
conditions and whether the service or package is truly competitive, and with 
the understanding that under A.R.S. § 40-250, Staff may request additional 
time for its review. l1 

Therefore, any new services included in Basket 3 have already been reviewed by Staff and 

found to be “truly competitive”, based on market conditions and are not required to go 

through the Rule 1108 process in order to be classified as competitive. It is significant to 

note that Staff supported this language and even stated that “subjecting new product 

offerings to the criteria and procedures of A.A.C. 14-2-1108 is counter to consumers’ 

interests. ”12 (emphasis added) 

Q. WHAT DO YOU CONCLUDE BASED ON THE ABOVE DISCUSSION OF 

BASKET 2 AND 3 SERVICES? 

A. It is absolutely clear that these services were determined by the Commission to be 

competitive. To suggest that we now reclassify them as “Emerging Competitive” would be 

a huge step backwards, and would not reflect the realities of the current 

telecommunications market. If competitive treatment was appropriate in 200 1, it is 

certainly appropriate now. It is not even open to question that the telecommunications 

market is substantially more competitive now than it was then. It is time to move forward, 

not backwards. There is no basis for Staff to declare that Basket 2 and 3 services for 

residential, small business and medium business customers are no longer subject to price 

setting based on Rules 1108 and 1109. 

Decision 63487, page 15. 

Id., page 14. 

11 

12 
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WOULD THE STAFF PROPOSAL TREAT THE SAME SERVICES 

DIFFERENTLY WHEN PROVIDED TO DIFFERENT CUSTOMER GROUPS? 

Yes. The Staff proposal cuts along lines determined solely by customer segments-- 

consumer, small and medium business, and large business--but does not address any of 

those services individually. Thus any service provided to a large business customer, 

whether included in Baskets 1, 2 or 3, would be classified as competitive. However, when 

the same service is provided to a small or medium business customer it would be classified 

as “emerging competitive.” This is unduly complicated, and ignores the history of many 

services already having been treated as competitive. 

DOES CENTURYLINK AGREE WITH STAFF’S PROPOSAL REGARDING THE 

FUTURE APPLICATION OF A.A.C. R14-2-103? 

Yes. Staff states that “classification of CenturyLink’s services as “emerging competitive” 

and “competitive” shall relieve the Company of the obligation to file an application 

pursuant to A.A.C. R14-2-103 with the request to increase rates for services provided to 

Residential, Small, Medium and Large Business customers unless the Commission 

reclassifies these services as non-~ompetitive”’~ CenturyLink agrees that A.A.C. R14-2- 

103 should have no place in the setting of current or future rates. There is no basis for a 

“rate case proceeding” in today’s competitive telecommunications environment. 

l3 Abinah Direct, page 14. 
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Q. DOES CENTURYLINK OBJECT TO FILING ANNUAL REPORTS TO 

DESCRIBE THE IMPACT OF THE COMMISSION’S DECISION IN THIS CASE 

ON THE PUBLIC INTEREST? 

Yes. A. As demonstrated in this case, CenturyLink’s services are fully competitive and 

should be classified as such. Singling out one carrier for additional regulatory burdens that 

are not shared by all other similarly classified carriers does not result in competitive parity. 

Q. ACCORDING TO MR. FIMBRES, HAS CENTURYLINK COMPILED THE 

INFORMATION NECESSSARY TO COMPLY WITH THE CONDITIONS OF 

RULE llOS(B)? 

Yes. Mr. Fimbres states that CenturyLink has complied with the data requirements of Rule 

1108.B, subsections 1 ,2 ,4 ,5  and 6. Mr. Fimbres concludes that CenturyLink did not meet 

A. 

the requirements of subsection 3 in my direct testimony, arguing that I did not “provide the 

estimated market share held by each alternative provider of the service.” However, he 

notes that in response to a Staff data request, “CenturyLink provided information that Staff 

believes complies with subsection 3.”14 Thus, I conclude that in Mr. Fimbres’ opinion, 

CenturyLink has provided the data needed to comply with Rule 1108(B). 

Additionally, as discussed above with regard to the services now listed under the Renewed 

Price Cap Plan Baskets 2 and 3, CenturyLink has provided the Commission with citations 

to the Commission decisions that have already classified those services as competitive. 

l4 Fimbres Direct, page 6 .  
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B. COMPETITIVE ANALYSIS 

1. Consumer Market Analysis 

MR. FIMBRES NOTES THAT A CONSIDERABLE AMOUNT OF THE ACCESS 

LINE LOSS EXPERIENCED BY CENTURYLINK IS ATTRIBUTABLE TO THE 

CONSUMER SEGMENT. DO YOU AGREE? 

Yes. In my direct testimony I noted that total access lines declined 54% between 2001 and 

2010. During this same timeframe, residential access lines declined 61%, while business 

lines (including public) declined 37%. In 201 1, CenturyLink lost another 10% of its access 

lines in Arizona (12% for residence and 7% for business). Not only have access lines 

declined, but total residential revenues have declined significantly-by about two thirds 

since 2001-as shown in the following graph: 
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Arizona Residential Recurring Revenue 
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$350 

$300 

$250 

$200 

$150 

$100 

$50 

$0 
1998199920002001200220032004 2005 2006 200720082009 20102Oll 

3 

4 

5 

6 

7 

8 

These continued losses, occurring even as population and telecommunications spending are 

in~reasing,'~ demonstrate how competitive the telecommunications market is in Arizona.I6 

As I demonstrated in my Direct testimony, access line losses do not represent customers 

doing without voice telephone service, they represent customers shifting from CenturyLink 

to cable, wireless or VoIP services offered by other providers. l 7  

l5 Brigham Direct, pages 13-14. 

l6  I will describe access line trends by wire center in my rebuttal to RUCO below. 

l7 As described on pages 16-1 7 of my Direct testimony, in the past decade the telephone subscriber 
penetration rates in Arizona have remained relatively steady even as CenturyLink has been 
consistently losing access lines. 
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HAVE REVENUES FOR BASKET 1 SERVICES DECLINED AS ACCESS LINES 

HAVE DECLINED? 

Yes. The following is a graph that shows the decrease in CenturyLink’s Basket 1 revenues 

between August 2003 (the earliest date basket specific data is available) and December 

20 1 1 . [begin confidential1 

[end confidential] 

The data shows that in a span of seven and a quarter years, CenturyLink’s Basket 1 revenue 

decreased [begin confidential] m. [end confidential] This demonstrates the 

competitiveness of Basket 1 services. 
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Q. 

A. 

DOES MR. FIMBRES ACKNOWLEDGE THESE COMPETITIVE TRENDS? 

Yes. He states that “End-users, particularly consumers, have several alternative technology 

options for communications - wireline, voice, VoIP, Wireless voice, Wireless texting and 

broadband emailing.”18 However, after recognizing these options and the competitiveness 

of the market, he inexplicably determines that there is “not sufficient competition in the 

Consumer services market to warrant competitive classification under rule 1 108. 

believe Mr. Fimbres has made several errors in reaching this conclusion, which I describe 

below. 

,719 I 

Q. 

A. 

WHAT IS THE MAJOR ERROR IN MR. FIMBRES’ ANALYSIS? 

In reaching his conclusions, Mr. Fimbres has relied heavily on his calculation of a 

Herfindahl-Hirschman Index (“HHI”) for the consumer market in Arizona. However, as 

described below, while the HHI provides a measure of market concentration, the HHI is not 

a measure that is relevant to determining whether CenturyLink’s services are competitive 

based on the criteria in Rule 1108. HHI measures also do not provide an indicator of 

CenturyLink’s market power, and do not provide any indication of the competitive options 

available to Arizona consumers. 

Q. 

A. 

WHAT IS THE HHI AND WHAT IS IT USED FOR? 

The HHI is a measure of market concentration that is often used by the Department of 

Justice and Federal Trade Commission when it evaluates the impact of mergers and 

Fimbres Direct, page 12. 

l9 Fimbres Direct, page 16. 
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acquisitions. The agencies describe the proper use of the HHI in their Horizontal Merger 

Guidelines: 

The Agencies often calculate the Herfindahl-Hirschman Index (““I”) of 
market concentration. The HHI is calculated by summing the squares of the 
individual firms’ market shares, and thus gives proportionately greater weight to 
the larger market shares. When using the HHI, the Agencies consider both the 
post-merger level of the HHI and the increase in the HHI resulting from 
the merger. The increase in the HHI is equal to twice the product of the market 
shares of the merging firm greater weight to the larger market shares. 

Based on their experience, the Agencies generally classify markets into three 
types: 

Unconcentrated Markets: HHI below 1500 
Moderately Concentrated Markets: HHI between 
Highly Concentrated Markets: HHI above 2500 

The Agencies employ the following general standards 
they have defined: 

500 and 2500 

for the relevant markets 

Small Change in Concentration: Mergers involving an increase in the 
HHI of less than 100 points are unlikely to have adverse competitive 
effects and ordinarily require no further analysis. 

Unconcentrated Markets: Mergers resulting in unconcentrated markets 
are unlikely to have adverse competitive effects and ordinarily require no 
further analysis. 

Moderately Concentrated Markets: Mergers resulting in moderately 
concentrated markets that involve an increase in the HHI of more than 100 
points potentially raise significant competitive concerns and often warrant 
scrutiny. 

Highly Concentrated Markets: Mergers resulting in highly concentrated 
markets that involve an increase in the HHI of between 100 points and 200 
points potentially raise significant competitive concerns and often warrant 
scrutiny. Mergers resulting in highly concentrated markets that involve an 
increase in the HHI of more than 200 points will be presumed to be likely 
to enhance market power. The presumption may be rebutted by persuasive 
evidence showing that the merger is unlikely to enhance market power. 
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The higher the post-merger HHI and the increase in the HHI, the greater are 
the Agencies’ potential competitive concerns and the greater is the likelihood 
that the Agencies will request additional information to conduct their analysis.20 
(emphasis added) 

Thus, the DOJ/FTC utilizes the HHI to gauge the impact of mergers, not to determine the 

type of regulation that applies to setting prices that are established in a proceeding like 

this one where no merger is proposed. 

Q. 

A. 

HOW HAS MR. FIMBRES USED THE HHI IN THIS PROCEEDING? 

Mr. Fimbres has estimated the HHI for the consumer (and business) markets, and has 

compared these measures with the merger concentration levels identified by the DOJ/FTC 

(as listed above). He estimated that the HHI for the consumer market is 2,520, which he 

says is “still outside the range used by the DOJ to indicate a Moderately Concentrated 

Market (1,000 to 1,800)”21 He concludes that “Staffs HHI estimates suggest that 

CenturyLink is still the dominant provider within the Consumer voice market.”22 

Q. DOES MR. FIMBRES’ HHI CALCULATION DEMONSTRATE THAT 

CENTURYLINK IS DOMINANT IN THE CONSUMER VOICE MARKET? 

No. A. As described above, the HHI is used to determine the impact of a merger on 

competition, and to determine if a merger will result in a more concentrated market that 

could harm competition. However, there is no merger proposed here-Centurylink is 

merely seeking competitive classification per Rule 1 108, which says nothing about market 

Horizontal Merger Guidelines, U.S. Department of  Justice and the Federal Trade Commission, 20 

Issues August 19,2010, pages 18-19. 

21 Fimbres Direct, page 13. 

22 Id. 
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concentration or HHI. An HHI (1) cannot be used to determine if a market is competitive 

pursuant to Rule 1108, as it does not consider the presence of actual consumer alternatives, 

and (2) cannot be used to determine if a particular participant possesses market power. In 

addition, historical HHI calculations suffer @om the same deficiencies as market share 

calculations, which I describe below. Further, even in the context of measuring market 

concentration, when it utilizes an HHI calculation, the DOJ does not rely on a single HHI 

measurement at a single point in time, but rather it estimates the HHI before and after a 

merger. Thus, the HHI is used to show the direction and amount of change between two or 

more points in time. Therefore, Mr. Fimbres not only uses an incorrect measure to 

determine if CenturyLink has met the requirements of Rule 1108, but he also uses the 

measure incorrectly by simply calculating the HHI at a single point in time. 

Q. WHAT DATA DID MR. FIMBRES USE TO PERFORM HIS HHI 

CALCULATIONS? 

Mr. Fimbres’ HHI calculations are based on the data provided by CenturyLink in response 

to Staff Data Request 8.1, which shows the following market shares based on the Centris 

data I referenced in my Direct testimony: [begin confidential] 

A. 

Lines(000) Share 

m 
I 
I 
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1 

2 

This data shows that there are 35 identified active participants in the market, with several 

participants having greater than a 10% share; CenturyLink has a 35% share and Cox a 28% 

3 share. [end confidential] Based on the sum of the squares of each market share, Mr. 

4 Fimbres calculated a 2,520 HHI for the consumer market. However, while the HHI shows 

5 

6 

a moderately concentrated market, it does not show that CenturyLink or any other single 

provider is dominant in this market, or that any participant has undue market power. The 
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folly of using the HHI to draw conclusions regarding any one market participant can be 

demonstrated simply be reversing the share numbers for CenturyLink and any other 

participant in the market. While the position of CenturyLink in the market would clearly 

be different if their shares were reversed, the HHI market concentration level would remain 

be exactly the same, 

Q. MR. FIMBRES SAYS THAT ‘“HI IS ONLY ONE FACTOR CONSIDERED IN ITS 

[STAFF’S] ANALYSIS.’’23 DID HE ALSO CONSIDER MARKET SHARE? 

Yes; a major consideration for Mr. Fimbres, in addition to the HHI, is market share. He 

criticizes Confidential Exhibits RHB-3 and RHB-4 because, while they show market 

participants by wire center, they do not provide a measure of market share by wire center. 

Therefore, even if CenturyLink has demonstrated that there are several competitive options 

available in a wire center, Mr. Fimbres apparently believes CenturyLink must show the 

actual share of each competitor in each wire center. Of course, it is not possible for 

CenturyLink to perform such a detailed analysis, as it does not have information that 

A. 

specifies the exact number of access lines or wireless connections for each competitor in 

each wire center. That sort of information is held by competitors as confidential 

information, and CenturyLink has no way to obtain that sort of data.24 Thus, Mr. Fimbres 

has set a market share standard that cannot be met by CenturyLink, because CenturyLink 

does not have, and cannot have, complete knowledge of its competitors. 

23 Fimbres Direct, page 13 

matter, for the whole state). 
For example, Cox Communications does not release its voice lines for each wire center (or for that 24 
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IS IT NECESSARY TO HAVE DETAILED MARKET SHARE DATA BY WIRE 

CENTER FOR CENTURYLINK TO MEET THE CONDITIONS OUTLINED IN 

RULE 1108(B)? 

No. As with his use of HHI, his insistence on using market share information at a wire 

center level is totally without basis in Rule 1108. Rule 1108(B) lists six pieces of 

information that must be provided in a petition for competitive classification, including 

“(3) the estimated market share held by each alternative provider of the service.” 

CenturyLink is seeking competitive classification for its entire serving area in Arizona, and 

has provided statewide market share estimates. There is no basis to conclude that Rule 

1108(B) requires CenturyLink to provide market share by wire center. That level of data 

does not exist. I might add that no other provider granted competitive classification under 

Rule 1108 has been asked to provide such data. 

WHILE RULE 1108 REQUIRES MARKET SHARE DATA TO BE PROVIDED, 

SHOULD MARKET SHARE ALONE BE USED TO DETERMINE IF 

CENTURYLINK POSSESSES MARKET POWER OR IF THE MARKET IS 

COMPETITIVE? 

No. Rule 1108 does not say that market share is the sole determinant of whether a service 

is competitive. Market share is only one out of six elements of “information” that must be 

provided in a petition according to the rule. It is important for the Commission to 

understand that a market share analysis alone cannot provide an indicator of CenturyLink’s 

market power or the level of competition, at a statewide or micro level. It also cannot be 

used to determine the competitive alternatives available to customers. 
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First, any calculation of market share is a static measure, based on some historical time 

period. In that sense, it does not provide an indicator of where the market is headed, or 

what competitive alternatives are available to customers. The use of these inherently 

backward looking measures to determine the appropriate degree of pricing flexibility is 

particularly misguided in the telecommunications industry where technological changes are 

occurring rapidly and are impacting the market for traditional telephone service, and where 

cable, wireless, VoIP and cable TV providers have positioned themselves as competitive 

alternatives. The use of historical market share measures to gauge market power is also 

problematic when one provider, such as CenturyLink, starts out with 100% of the market, 

but is now subject to competition from many directions, and is experiencing declining 

market share. I should point out that this is far different than the scenario where the DOJ is 

using "Is to determine if a merger would result in increased market power. In the case of 

a merger, the firm's market share would be increasing. 

Second, it is important to understand that competitive capacity is a better indicator of 

market power than market share. The important consideration is the capacity of 

competitors to provide services that compete with CenturyLink. For example, if a firm 

with a small market share can offer services in the CenturyLink service area, this 

availability, not its historical market share, is the important factor to be considered. It is 

the availability of competitive services, not a measure of static market share, that the 

Commission should evaluate to determine if a market is competitive. If competitive 

capacity exists, a high market share is not indicative of market power. 

Third, in a regulated environment where prices are set by regulators rather than market 

forces, a high market share may be the result of regulatory decisions, rather than an 
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exercise of market power. For example, if a regulatory body keeps a rate at an artificially 

low level, for universal service or other public interest reasons, this may discourage 

competitive entry for stand-alone service, and artificially inflate incumbent market share. 

In reality, the fact that CenturyLink has been required to offer stand-alone service at 

artificially low levels is actually an indicator of the absence of market power by 

CenturyLink, since it cannot change rates without regulatory approval. Competitive entry 

in this market could be discouraged not by CenturyLink’s market power, but because rates 

are artificially low. 

For these reasons, neither market share nor its market concentration cousin HHI, should be 

used as a measure of CenturyLink market power, and neither should be considered in the 

determination as to whether services are “competitive.” The Commission should instead 

be focused on the competitive alternatives available to CenturyLink’s customers in 

Arizona. Even though Rule 1108 requires the provision of several different indicators of 

market power, such as the number of alternative providers and the ability of alternative 

providers to offer equivalent services (all of which was clearly documented in my direct 

testimony), it is clear that Staff largely ignores these factors and places an inordinate 

amount of weight on static market share and HHI measures. And even with respect to 

market share, Staff disregards the negative trend and the magnitude of CenturyLink’s 

market share losses. 
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Q. DO THE COMMISSION’S OWN RULES INDICATE THAT THE FOCUS IN THIS 

CASE SHOULD BE TO DETERMINE WHETHER THERE ARE COMPETITIVE 

ALTERNATIVES? 

A. Yes. Whether a customer has alternatives is the ultimate standard that must be met to 

demonstrate that a service is “competitive.” In fact, in R14-2-1102, the Commission’s 

rules define “Competitive Telecommunications Service” as follows: 

“Competitive Telecommunications Service” - Any telecommunication service 
where customers of the service within the relevant market have or are likely to 
have reasonably available alternatives. 

The Commission’s standard, therefore, is not whether the various providers have garnered 

nearly as many customers as CenturyLink, or what CenturyLink’ s historical market share 

is. Rather, the standard is whether customers will have realistic competitive choices now 

and in the future. The focus on competitive alternatives is not only defined in the current 

rule-it is also the most rational approach from an economic and public policy viewpoint. 

From an economic perspective, it is the availability of alternative services at competitive 

prices from other providers that constrains CenturyLink’s market power and constrains its 

ability to raise prices to “supracompetitive” levels. This price-constraining competition is 

based on the presence and potential presence of competitive alternatives, not some 

historical market share number. In short, a market can be highly competitive whether 

CenturyLink (or any other provider) has 60%, 40% 20% or 10% of the market. 
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Q. HAS CENTURYLINK DEMONSTRATED THAT COMPETITIVE 

ALTERNATIVES TO ITS VOICE SERVICES ARE AVAILABLE THROUGHOUT 

ARIZONA? 

A. Yes. In my direct testimony, I demonstrated that competitive voice options from cable 

providers, wireless carriers, CLECs and VoIP providers are available to nearly all 

customers in CenturyLink’s Arizona serving area. 

Q. DO CONSUMER ALTERNATIVES TO CENTURYLINK VOICE SERVICE EXIST 

IN NEARLY EVERY WIRE CENTER IN ARIZONA? 

Yes. First, residential services are available via resale from CLECs, whether through the 

purchase of Platform Services (CLSP, QLSP, QPP)25 or the purchase of retail services at 

the resale discount. Confidential Exhibit RHB-R1 shows the residential quantities of these 

services by wire center. It may be observed that CLECs are serving end user residential 

customers via the resale provisions of the FCC’s interconnection rules or platform services 

in 106 of the 132 wire centers in Arizona. Second, in my Direct testimony, I provided data 

showing the coverage of cable providers by wire center (Confidential Exhibit RHB-3) and 

a map showing wireless carrier coverage throughout the state (Exhibits RHB-5 and RHB- 

7). I am now providing Confidential Exhibit RHB-R2, which provides the cable data from 

Confidential Exhibit RHB-3 plus a more detailed view of the wireless presence in each 

Arizona wire center.26 It may be observed that there is a cable and/or wireless voice 

A. 

25 Qwest Local Services Platform (“QLSP”) has been replaced by CenturyLink Local Services 
Platform (“CLSF”’)“ Qwest Platform Plus (“QPP”) is an older version of the platform service. These 
services include a local loop and other usage elements (e.g., switching and transport) necessary to offer 
basic local service, and are offered via a commercial agreement. 

26 Confidential Exhibit RHB-R2 shows wire centers with total wireless coverage, plus wire centers that 
have partial wireless coverage. The wire centers without complete area coverage are noted in the 
exhibit. 
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presence in all Arizona wire centers with the exception of Dudleyville, Grand Canyon, 

Hayden and Kearny. Confidential Exhibit RHB-R3 combines the data in the previously 

described exhibits to show coverage for resale, cable and wireless voice services together. 

Ths  exhibit shows that residential voice customers in all wire centers except Grand 

Canyon, Dudleyville and Keamy are served by these competitors. 

Q. IN ORDER FOR RESIDENTIAL VOICE SERVICES TO BE CLASSIFIED AS 

COMPETITIVE, DOES EVERY CUSTOMER IN EVERY ARIZONA WIRE 

CENTER NEED TO HAVE COMPETITIVE OPTIONS? 

No. Customers in some rural wire centers, including Dudleyville, Grand Canyon and 

Kearny may not have significant competitive alternatives to CenturyLink for voice 

A. 

services, at least that CenturyLink can verify. However, there are clearly competitive 

alternatives in every other wire center, and this competition limits CenturyLink’s market 

power and constrains its residential prices throughout the state, including in these rural 

communities. Quite simply, CenturyLink must price its services to be competitive 

throughout the state, from Phoenix to Dudleyville. While CenturyLink believes that in a 

competitive market it should have the ability to deaverage rates to some degree, there is no 

basis to assume that CenturyLink would use such flexibility to raise rates significantly in 

these rural wire centers. It is noteworthy that in all states where legacy Qwest has been 

granted pricing freedom, it has sought no further deaveraging of local residential rates. 

Thus, the pervasive competition throughout the state provides protection, even for 

customers who have few or no competitive voice options. It makes little sense to hold 
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CenturyLink hostage-as Staff would d e b a s e d  on a few rural areas27 with less robust 

competition. 

Q. DOES MR. FIMBRES ARGUE THAT THE COMPETITIVE ANALYSIS MUST BE 

DONE AT A MORE GRANULAR LEVEL THAN ON A WIRE CENTER BASIS? 

A. Yes. Mr. Fimbres argues that the CenturyLink competitive analysis-even though it 

includes a wealth of data at the wire center level-is not performed at the necessary level 

of granularity. He argues that CLECs may operate in only part of a wire center, and claims 

that CenturyLink has not provided information to show where in each wire center 

competitors are operating. He also argues that CenturyLink should have provided data by 

zip code, stating that Cox maintains data at this level, and that it should have provided 

“some indication of CLEC coverage such as homes passed.”28 

Q. DO YOU AGREE? 

A. No. First, CenturyLink has provided a significant level of competitive data at the wire 

center level, for cable companies, CLECs and wireless carriers. Mr. Fimbres argues that 

competition may vary within a wire center, and that more granular data, such as zip code 

data, is needed. Certainly the level of competition may vary within a wire center, but it 

also varies withm a zip code. There is no question that some providers, such as cable 

companies, may serve some parts of a wire center but not offer service in other parts, since 

they have no carrier of last resort responsibility. Cox and others are more than happy to 

serve the denser areas of a wire center, while leaving CenturyLink to serve the more remote 

’’ The Commission may consider that the population of all areas served by CenturyLink in Arizona 
totals 5.9 million. The populations of Dudleyville, Grand Canyon, Hayden, and Kearny total 7,433. 
This represents one tenth of one percent of the population in CenturyLink’s serving area. 

Fimbres Direct, page 15. 
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high cost areas. Wireless coverage may also vary somewhat by specific location. 

However, this does not provide a justification for rejecting CenturyLink’s wire center- 

based data. 

First, and most importantly, a competitor does not need to serve all of a wire center to have 

a price-constraining impact on CenturyLink. If a cable company serves the most populated 

areas of a wire center, CenturyLink must compete for customers in those areas, and this 

constrains CenturyLink’s prices throughout the wire center. Quite simply, it is not 

practical or efficient for CenturyLink to set one price for areas where cable offers service 

and another price in areas that cable does not serve. 

Second, it is not reasonable to expect CenturyLink to have to provide sub-wire center 

competitive data, since (1) CenturyLink’s internal data is generally categorized by wire 

center and (2) CenturyLink has no means to obtain data on its competitors at such a 

granular level. Cable companies, CLECs and wireless companies do not report their 

competitive presence at this level, and CenturyLink has no way to obtain such confidential 

data from its competitors. Mr. Fimbres argues that CenturyLink should have looked at zip 

codes because Cox assembles data at that level. Mr. Fimbres, however, fails to 

acknowledge that even if that is true, CenturyLink has no method to obtain this data from 

Cox. Staff may be able to obtain such information at this level of detail, but CenturyLink 

cannot. Mr. Fimbres also argues that CenturyLink should have provided “some indication 

of CLEC coverage such as homes passed, a common indicator in the cable industry.”29 I 

don’t know where Mr. Fimbres thinks such data can be obtained, but I have no knowledge 

29 Fimbres Direct, page 15. 
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of any source for such data for CLECs, and cable companies do not even report such data 

at this level of granularity. 

Mr. Fimbres states that “If CenturyLink can provide more meaningful data that supports 

competitive classification, in the residential local exchange segment, Staff will consider 

However, CenturyLink has provided the data necessary for a determination of 

competitive classification for residential voice services. Despite the obvious 

competitiveness of the market, Staff argues “more data” is needed to prove this. I can only 

conclude that no matter what data CenturyLink were to provide, Staff would argue it is not 

enough. The Commission should reject this line of thinking, and recognize the obvious 

competitiveness of the residential voice market, as demonstrated in my testimony. 

it.w3O 

Further, if the intent of the rules had been to look at this level of detail, then they would 

have been written to require the data as part of the application. CenturyLink has provided 

the data required by the rules to accomplish the intent of the rule, which is to demonstrate 

that customers have reasonably available alternatives and that it does not have market 

power to raise rates above competitive levels. 

Q. REGARDING THE CONSUMER MARKET, WHAT DOES MR. FIMBRES 

CONCLUDE? 

Mr. Fimbres concludes that CenturyLink “has not shown sufficient competition in the 

Consumer services market to warrant competitive classification under Rule 1 108.”31 He 

A. 

30 Fimbres Direct, page 15. 

31 Fimbres Direct, page 16. 
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recommends the classification of Basket 1 services as “emerging competitive” and states 

that CenturyLink “should have greater pricing flexibility with respect to these services, but 

not the degree of flexibility were these services found to be fully competitive pursuant to 

Rule 1 1 

Q. DO YOU AGREE THAT THE CONSUMER VOICE MARKET IN ARIZONA IS 

ONLY “EMERGING COMPETITIVE?” 

No. As described earlier in my testimony, there is no basis for an “emerging competitive” 

classification. The evidence does not show that this market is in a “transition” stage; the 

evidence shows that the Consumer Market has completed the transition to a fully 

competitive market. 

A. 

Q. DOES STAFF DESCRIBE THE CONSUMER MARKET IN A MANNER THAT 

INDICATES THAT IT IS FULLY COMPETITIVE? 

Yes. While arguing that the market should be classified as “emerging competitive,” Staff 

makes statements that in fact describe a fully competitive market. Mr. Abinah states: 

A. 

Between the time that the Commission approved the Renewed Price Cap Plan 
and today, customers have continued to take advantage of the telecom services 
provided by carriers other than CenturyLink. Cox Arizona Telcom, L.L.C.’s 
(“Cox’s”) share of the local exchange market where it operates has grown. Even 
though Cox’s share has grown, the growth in wireline access lines has declined 
dramatically, which suggest that the substitution of wireline service with 
wireless service, cable company and internet-based services is growing.33 

32 Id. 

33 Abinah Direct, page 6 .  
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In similar fashion, Mr. Fimbres admits that “Consumers are increasingly using Wireless as 

a substitute for CenturyLink’s landline service. CenturyLink has a formidable land-line 

competitor in this market, Yet despite these admissions, Staff still claims that the 

voice market is not yet competitive. This is unjustified when one considers the fact that 

30% of landline customers have already cut the cord, there are almost twice as many 

wireless connections as wirelines in Arizona, and that Cox and other cable providers 

compete vigorously with CenturyLink in nearly all of its serving area. It is hard to see how 

CenturyLink could have lost over 67%35 of its access lines in a market that is only 

“emerging competitive.” 

Mr. Fimbres admits Cox is a major competitor to CenturyLink, and that “Cox, as a CLEC, 

has pricing flexibility for its services,’736 Yet Mr. Fimbres has determined that CenturyLink 

should not be given the same flexibility as one of its primary rivals. The Commission 

should reject the Staff’s unjustified conclusion, and determine that CenturyLink’ s 

consumer services are “competitive” pursuant to Rule 1 108. 

2. Business Market Analysis 

PLEASE DESCRIBE MR. FIMBRES’ CONCLUSIONS REGARDING THE 

SMALL AND MEDIUM BUSINESS MARKETS. 

Mr. Fimbres calculates an HHI for the small business market of 4,183, which he 

characterizes as “well above the 1,800 HHI threshold used to describe High Market 

Fimbres Direct, page 16. 34 

35 CenturyLink QC residential access lines declined fiom 1,999,570 in 2001 to 679,523 in 201 1. 

36 Fimbres Direct, page 16. 



Arizona Corporation Commission 
Docket No. T-01051B-11-0378 

CenturyLink 
Rebuttal Testimony of Robert Brigham 

April 23,2012, Page 35 

1 

2 

3 

4 

C~ncentration.”~~ According to Mr. Fimbres, this “strongly suggests that the market is not 

competitive under rule 1 108.”38 Mr. Fimbres calculates an HHI of 3,484 for the Medium 

Business Market, which he claims is also not ~ornpetitive.~’ 

5 Q. ARE THESE VALID CONCLUSIONS? 

6 

7 

A. No. As I described above, the HHI is used to determine the impact of a merger on 

competition, and to determine if a merger will result in a more concentrated market that 

8 could harm competition. As demonstrated above, the HHI cannot be used to determine 

9 whether CenturyLink’s services are competitive based on the criteria in Rule 11 08, since 

10 the HHI measure does not provide any indication of the competitive options available to 

11 Arizona customers. The Commission should reject Mr. Fimbres’ HHI testimony because it 

12 

13 Rule 1108. 

is not relevant to determining if services should be classified as competitive pursuant to 

14 

15 Q. HOW DOES MR. FIMBRES VIEW THE SMALL AND MEDIUM BUSINESS 

16 MARKETS? 

17 A. Mr. Fimbres claims that the small and medium business markets are not competitive and 

18 that a “steady-state’’ has been reached in both markets. He maintains that “Since local 

19 

20 

21 last 15 years.”40 

exchange competition was initiated in 1996 with changes to the 1934 Communications Act, 

the Small Business voice market competitive situation has not evolved significantly in the 

Fimbres Direct, page 17. 37 

38 Id. 

39 Fimbres Direct, page 19. 

Id., page 18 40 
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Q. DO YOU AGREE? 

A. No. I do not know how Mr. Fimbres has concluded that small business competition “has 

not evolved” since the passage of the telecommunications Act, but this conclusion is 

clearly wrong based on the evidence. Upon passage of the Act, CenturyLink (at the time 

U S WEST) had a monopoly on local telephone service, for all customer segments 

including small and medium business voice services. Today there are numerous 

competitors offering services to small and medium business customers, and CenturyLink 

has already lost a significant share of these market segments. Confidential Exhibit RHB-2 

identifies 12 CLECs that have gained a share of the wireline portion of the small business 

market, including Cox, who is the major competitor to CenturyLink in the small and 

medium business markets. Exhibit RHB-2 shows that CenturyLink holds just over [begin 

confidential] [end confidential] of the small business voice wireline market and over 

[begin confidential] [end confidential] of the medium business wireline market in 

Arizona. However, while Mr. Fimbres would declare that CenturyLink is “dominant” in 

both markets simply based on these shares, the share levels do not demonstrate that the 

market is “not competitive” as suggested by Staff. As I demonstrated earlier, the 

competitiveness of a market is not based solely on market share; a complete competitive 

analysis pursuant to Rule 1 108 must consider the competitive alternatives that are available 

to customers, as it is these options that limit CenturyLink’s market power and constrain 

prices. Business customers have competitive options throughout Arizona, from Cox, 

Integra, XO, tw telecom, PAETEC, Verizon, AT&T, Cbeyond and other CLECs and cable 

companies. Many of these CLECS, such as Integra, XO, PAETEC, tw telecom and 

Cbeyond are focused solely on providing services to business customers, and serve 

businesses of all sizes. 
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Q. ARE MANY CLECS PURCHASING CENTURYLINK WHOLESALE SERVICES 

TO SERVE RETAIL BUSINESS CUSTOMERS? 

Yes. While in some cases CLECs offer service to end users using their own facilities, in 

other instances they provide services using CenturyLink facilities purchased on a wholesale 

basis. As Confidential Exhibit RHB-R4, I have attached the response to Staff Data Request 

A. 

4.2, which shows the number of CLECs purchasing wholesale services in each 

CenturyLink Arizona wire center. In addition, I am providing Confidential Exhibit RHB- 

R5 which shows (1) the total number of CLECs purchasing services from CenturyLink in 

each wire center and (2) the total number of unbundled loops, CLSP/QLSP lines and resale 

lines purchased by CLECs for each wire center in Arizona.41 Confidential Exhibit RHB- 

R6 provides the quantities of unbundled loops, CLSP and resale provided to CLECs by 

CenturyLink to serve business customers in Arizona, for each wire center.42 These data 

demonstrate that the CLECs purchasing these wholesale elements are serving customers in 

each CenturyLink wire center in Arizona except Whitlow. (Importantly, customers do have 

cable and wireless alternatives throughout much of the Whitlow wire center). 

Q. ARE THESE WHOLESALE ELEMENTS PROVIDED AT COST-BASED RATES 

THAT ARE REGULATED BY THIS COMMISSION? 

Yes. It is important to note that while these CLECs are utilizing CenturyLink facilities, 

these elements are provided at cost-based prices that are set by the Commission, as 

A. 

41 This exhibit includes the residential resale and platform services described earlier, plus the business 
resale and platform services and unbundled loops included in Exhibit- RHB-R6 

42 It is assumed that all unbundled loops are used to serve business customers. While CenturyLink 
cannot know the use of each unbundled loop, the CLECs that purchase these loops are focused on 
serving business customers. 
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required by the FCC’s interconnection rules. Unbundled network elements are available at 

Total Element Long Run Incremental Cost (“TELRIC”)-based prices, as set by this 

Commission, pursuant to 47 U.S.C. §§  251(c) and 271(c)(2)(B)(ii), and the rules in 47 

C.F.R. fj 51.319(a), (b), (e). Retail services are available at a wholesale discount, as set by 

this Commission, pursuant to 47 U.S.C. $ 5  251(c) and 271(c)(2)(B)(xiv) and the rules in 

C.F.R. 51.607 through 610. CenturyLink has no ability to change any cost-based UNE 

prices or resale discounts without Commission approval or CLEC agreement. Therefore, 

CenturyLink possesses no market power over these elements. 

WHILE IN SOME CASES CLECS OFFER SERVICES TO SMALL AND MEDIUM 

BUSINESSES USING WHOLESALE ELEMENTS FROM CENTURYLINK, DO 

CLECS AND CABLE COMPANIES ALSO SERVE THESE CUSTOMERS USING 

THEIR OWN FACILITIES? 

Yes. Many cable companies and CLECs also serve customers through the provision of 

their own facilities, and in these cases they would not purchase network elements or resold 

services from CenturyLink. For example, Cox serves business customers via its own 

facilities and does not purchase UNEs or resale items from CenturyLink. I described Cox’s 

major push into the small, medium and large business segments in my direct testimony. 

Other CLECs also utilize their own facilities in many locations, although they tend to build 

these facilities in high density areas where it is economical, and utlilize UNEs and/or 

CLSP/resale in other locations. While CenturyLink does not know the size of businesses 

that may be served by the non-cable CLECs using these elements, it is likely that many 

small and medium-sized customers are served in this manner, while some large businesses 

may be served via the self-provisioning of facilities. 
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Q. HAVE CENTURYLINK’S BUSINESS LINES DECLINED SIGNIFICANTLY 

OVER THE PAST TEN YEARS? 

Yes. While Mr. Fimbres argues that the market is in a “steady state’, that is certainly not A. 

reflected in the trends of CenturyLink business access lines. CenturyLink business access 

lines have declined 41% over the past ten years, from 812,997 in 2001 to 482,367 in 2011. 

And the losses have not abated recently, as CenturyLink business lines declined 7.5% in 

the last year alone. It is clearly not a “steady state” for CenturyLink. 

Q. HAS MR. FIMBRES CONSIDERED THE IMPACT OF WIRELESS ON THE 

SMALL AND MEDIUM BUSINESS MARKETS? 

No, and this is a major omission. While CenturyLink does not possess market share data 

for the business market that includes wireless services, there is little doubt that wireless is 

competing with wireline, especially for smaller businesses. For example, many business 

persons who are “on the go” rely predominantly on wireless phones to transact business. 

Plumbers, landscapers, roofers and others transact business over wireless phones. While in 

some cases the business may still have a wireline main office number, the majority of calls 

are made and taken by sales or technical people in the field. And many of these small 

business people have simply disconnected their business landline, and rely solely on 

wireless (such as the painter who painted my house last year). While this impact is hard to 

quantify, it clearly exists. 

A. 

Q. HOW SHOULD THE COMMISSION CONSIDER MR. FIMBRES’ TESTIMONY 

REGARDING THE SMALL AND MEDIUM BUSINESS MARKETS? 

A. Mr. Fimbres has performed an analysis of market share and market concentration, and has 

concluded that these markets are not competitive. However, in his fixation with the HHI 
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and share calculations, he has ignored all other aspects of the market that are important in 

assessing its competitiveness. Rule 1 108(B) states that CenturyLink’s petition should 

consider the estimated market share held by each alternative provider of the service. 

However, Rule 1 108(B) also lists five other considerations, including other indicators of 

market power, the number of competitive alternatives, the overall economic conditions in 

the market, growth and shifts in market share, and “the ability of alternative providers to 

make functionally equivalent or substitute services readily available at competitive rates, 

terms and conditions.” Mr. Fimbres appears to ignore each of these additional items, and 

focuses only on static market share numbers (even ignoring the “shifts in market share” in 

Rule 1108(B)(6)). It is significant that Rule 1108(B) does not specify a market share level 

that must be achieved to prove competition; the rules are clearly crafted so that the 

conditions would be considered as a whole, with market share as one component. In 

addition, the rules say nothing about considering a market concentration measure such as 

the HHI; yet Mr. Fimbres appears to base his conclusions almost entirely on his HHI 

calculations. The result is that Staff has concluded that the small and medium business 

markets (as well as the consumer market) are not competitive, when the overwhelming 

evidence, as provided in my direct testimony and this rebuttal testimony, demonstrate that 

these markets are extremely and increasingly competitive, and that the conditions in Rule 

1 108(B) have been met. 

Finally, while Mr. Fimbres declares that the Medium Business Market is non-competitive, 

he admits that “The presence of these competitors [CLECs] should act to constrain 

CenturyLink’s ability to raise prices to any significant degree.’’43 If the market is 

Fimbres Direct, page 20. 43 
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I 22 A. Yes. Each carrier certified by the Commission must file an annual report pursuant to 

1 

2 

competitive enough to constrain prices, then CenturyLink does not have market power, and 

the market should be subject to relaxed regulation. There is no basis for tight price 

3 regulation when the market is able to constrain prices. 

4 

5 Q. DOES CENTURYLINK AGREE WITH MR. FIMBRES' CONCLUSIONS 

6 REGARDING THE ENTERPRISE BUSINESS MARKET? 

7 A. Yes. CenturyLink agrees with Staff that large business or Enterprise services should be 

8 declared competitive pursuant to Rule 1108. Clearly, as I demonstrated in my direct 

9 testimony, the Enterprise market is extremely competitive, with CenturyLink competing in 

10 

11 

this space with major national companies such as AT&T and Verizon, as well as other 

CLECs like tw telecom and Level 3. However, CenturyLink does not believe that the HHI 

12 

13 

calculations performed by Staff are meaningful, for the reasons stated above. In fact, Mr. 

Fimbres notes, after calculating an HHI of 4,029, that this measure is not useful here 

14 because CenturyLink is not one of the major providers. Of course this is one of the 

15 problems I discussed earlier regarding the use of "Is-they can only be used to measure 

16 market concentration, and they cannot be meaningfully applied to any one provider. 

17 

18 
19 

C. OTHER COMPETITIVE CLASSIFICATION ISSUES 

20 Q. DOES STAFF POSSESS DATA SUCH AS ACCESS LINE COUNTS FOR 

21 CENTURYLINK'S WIRELINE COMPETITORS? 

23 

24 

A.A.C. R14-2-510.G.4. In the annual report, each ILEC and CLEC (including Cox and 

cable voice providers) must provide, on a confidential basis, operating data such as 

25 residence access lines and customers, business access lines and customers and revenues. 
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1 Thus, the Staff has a wealth of competitive data that is not available to CenturyLink, such 

2 as access line counts for each regulated provider in the state. 

3 

4 Q. HAS MR. FIMBRES UTILIZED ANY OF THIS DATA IN DEVELOPING HIS 

5 TESTIMONY IN THIS CASE? 

6 A. I do not know. Mr. Fimbres does not refer to this data anywhere in his testimony, but it is 

7 not clear whether any of this data was considered by Staff in the development of it 

8 advocacy in this case. 

9 

10 Q. WOULD THIS DATA BE HELPFUL IN DETERMINING THE LEVEL OF 

11 COMPETITION THAT EXISTS TODAY IN ARIZONA? 

12 A. Yes, it would. While this information would not include wireless data and would not 

13 identify all competitive alternatives available to customers, it would be helpful at least for 

14 defining the level of current wireline competition, which is one input into a meaningful 

15 competitive analysis. For this reason, CenturyLink served a discovery request to Staff 

16 requesting that Staff provide information for CLECs: 

17 
18 3.1. Please provide the following information for each competitive 
19 
20 
21 
22 
23 
24 
25 

telecommunications company certified by the commission in Arizona, as 
reported in their most recent annual report. For purposes of this question, the 
term “competitive telecommunications company” means a carrier that is 
classified by the commission as a Facilities Based Competitive Local Exchange 
Carrier (CLEC), a Resold Local Exchange Carrier (RLEC), an Interexchange 
Carrier, (IXC), or a Resold Long Distance Company (RLD). 

26 
27 
28 
29 
30 

a. Total Number of Residence Local Exchange Access Lines 
b. Total Number of Residence Local Exchange Customers 
c. Total Number of Business Local Exchange Access Lines 
d. Total Number of Business Local Exchange Customers 
e. Total Number of Residence Long Distance Customers 
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f. Total Number of Business Long Distance Customers 
g. 
h. 
i. The counties in which the carrier is certificated to serve 

Total Local Exchange Revenue fiom Arizona Operations 
Total Intrastate interexchange revenue fiom Arizona Operations 

Q. HOW DID STAFF RESPOND TO THIS REQUEST? 

A. Staff provided the following response: 

Staff objects to this request as being overly burdensome. To summarize and 
provide the information requested by CenturyLink would take considerable 
time. In addition, Staff objects to this request because the information 
contained in the reports is confidential. 

Thus, Staff would not make this data available for use in this case. I have provided this 

response as Exhibit RHB-R7. 

Q. DOES THE ABSENCE OF THIS DATA IN THIS CASE MEAN THAT 

CENTURYLINK CANNOT DEMONSTRATE THAT ITS RETAIL SERVICES IN 

ARIZONA ARE “COMPETITIVE” 

A. No. Even without this data, CenturyLink has provided significant data which clearly 

demonstrate that the Arizona local exchange market is competitive, and that the 

requirements of Rule 1108 have been met. However, this response illustrates the dilemma 

faced by CenturyLink in proceedings such as t h s  one. As noted above, Staff argues that 

CenturyLink should provide “more meaningful data that supports competitive 

classification.” Yet Staff withholds information that could help CenturyLink make its 

case-data that CenturyLink cannot obtain on its own. CenturyLink has the burden of 

proof, but Staff withholds data that could help CenturyLink meet that burden-an unfair 

situation to say the least. 
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Q. IS STAFF’S WITHOLDING OF THIS INFORMATION IN THE PUBLIC 

INTEREST? 

No. Staff has an obligation to look at all the information that is available as it makes 

recommendations in this case, in order for it to help the Commission make the most 

informed decision possible. It does not advance the public interest for Staff to keep this 

information from being utilized in this proceeding. 

A. 

Q. MR. FIMBRES STATES THAT THE DICUSSION OF COX IN YOUR DIRECT 

TESTIMONY SHOWED SOME INCONSISTENCIES. PLEASE RESPOND. 

Mr. Fimbres questions how Cox can hold “almost half the Consumer voice market in 

Arizona” while “roughly two-thirds of the Consumer households in the CenturyLink 

serving area are not utilizing CenturyLink for voice services.7344 Let me clarify. On page 

A. 

28 of my direct testimony, I stated: “There is no basis to regulate CenturyLink more 

heavily than Cox, when Cox now holds almost half of the consumer voice market in 

Arizona.” This statement should have said Cox holds almost half of the wireline consumer 

voice market. I will correct that testimony. In fact, the Centris data referenced in 

Confidential Attachment RHB-2 shows that there were [begin confidential] 

confidential] CenturyLink consumer lines, [begin confidential] [end confidential] 

Cox consumer lines and a total of [begin confidential] a [end confidential] 

consumer wirelines as of 3411. Thus, Cox served [begin confidential] 

confidential] of wirelines and CenturyLink served [begin confidential] 

confidential] of wirelines. However, the Centris data also includes wireless-only 

households and households without phone service in the CenturyLink serving area. With 

Fimbres Direct, page 22. 44 



1 

2 

3 

4 

5 

6 

7 Q* 
8 

9 A. 

10 

11 

12 

13 

14 

15 

16 

17 Q. 

18 A. 

19 

20 

21 

22 

Arizona Corporation Commission 
Docket No. T-01051B-11-0378 

CenturyLink 
Rebuttal Testimony of Robert Brigham 

April 23,2012, Page 45 

the inclusion of this data, there are [begin confidential] [end confidential] 

occupied households in the CenturyLink serving area as of 3411. Cox serves [begin 

[end confidential] of these households and CenturyLink serves [begin I [end confidential] of these households. This is consistent with the data 

confidential] 

confidential] 

that is included in Confidential Exhibit RHB-I. 

DOES STAFF CLAIM THAT THE VOICE MARKET IN ARIZONA IS A 

WIRELINE DUOPOLY BETWEEN CENTURYLINK AND COX? 

Yes. Mr. Abinah states that “the market for residential or small and medium business wire 

line services is essentially a duop01y.”~~ Mr. Fimbres claims that even CenturyLink’s 

testimony suggests that the market is a duopoly. He notes that my direct testimony devoted 

more attention to Cox than other competitors, and that I mentioned Cox 123 times in 18 

pages. Then he states that “if one looks solely at wireline competitors in the residential 

Consumer local exchange market, the data suggests only one meaningful competitor, Cox. 

This is suggestive of a duopoly, not a fully competitive en~ i ronmen t . ”~~  

DO YOU AGREE WITH THIS CHARACTERIZATION? 

No. First, Cox is a major competitor, and I did provide significant testimony on Cox in my 

direct testimony. However, that certainly does not represent an admission that 

CenturyLink and Cox constitute a duopoly. Cox is clearly the major wiveline competitor to 

CenturyLink, but wireless services cannot be ignored in any meaningful analysis of the 

voice market-as Mr. Abinah and Mr. Fimbres both admit elsewhere in their t e~ t imon ies .~~  

Abinah Direct, page 1 1. 

46 Fimbres Direct, page 23. 

47 For example, Mr. Fimbres’ HHI analysis of the consumer market includes wireless. 

45 
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The local voice market is clearly not a duopoly, as demonstrated in Confidential Exhibits 

RHB-1 andRHB-2. 

Q. MR. FIMBRES SHOWS THE NUMBER OF CC&N’S GRANTED OVER TIME IN 

ARIZONA AND CONCLUDES THAT THIS DATA REGARDING MARKET 

ENTRY AND EXIT “ILLUMINATES A DISTURBING TREND.”48 PLEASE 

COMMENT. 

Mr. Fimbres notes that before 2001, there were 720 CC&Ns granted in Arizona, with no 

cancellations, while since then there have been far fewer CC&Ns granted and more 

CC&Ns cancelled. He then concludes that this data indicates that the Arizona 

telecommunications environment “has reached a steady state and may actually be in a state 

of decline.” He states that “CLEC competition appears to be declining rather than 

increasing.3749 

A. 

Mr. Fimbres clearly ignores the major trends of the past decade-in particular the 

emergence of wireless services as a replacement for wireline. In reality, it is not 

competition that is declining, it is the wireline providers’ (both ILECs and CLECs) share of 

the voice market that is declining. This trend is clearly demonstrated in the Chart on page 

44 of my Direct testimony, which shows, based on FCC data, how wireless has grown at 

the expense of wireline for the last decade. The chart below, based on FCC data, shows the 

trend of ILEC lines, non-ILEC lines and wireless connections for the past five years: 
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Arizona Voice Connections (000) 
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It may be observed that non-ILEC lines have increased slowly, but not nearly at the rate of 

wireless connections, while ILEC lines have declined. Thus, while non-ILEC wirelines are 

still increasing, they represent a lower percentage of total connections than they did in the 

past. Clearly, non-ILEC line growth is being slowed by wireless substitution. As noted in 

my direct testimony, 30% of Arizona households do not have wireline service-from an 

ILEC or a CLEC. 

In addition, it means little to look at the granting and cancelling of CC&Ns as some 

measure of competitive trends that are relevant to this case. It is no secret that when the 

1996 Telecommunications Act passed, many CLECs entered the market; in many cases 

joining the telecommunications/internet bubble of the late 1990s. Many CC&Ns were 

issued. Many of these new entrants never actually offered services, and others did not 

survive the crashing of this bubble at the turn of the century. In the first decade of the new 

century, many of the survivors merged with other CLECs. For example, Mountain 

Telecom, Eschelon Telecom and Electric Lightwave, all with significant operations in 
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1 Arizona, merged with Integra. In reality the declining number of CLECs does not provide 

2 

3 

an indication of a decline in competition; the fewer remaining CLECs are much stronger 

than the large number of CLECs that existed before the inevitable “shakeout.” Mr. 

4 

5 

6 

Fimbres is wrong to argue that somehow voice competition is in a state of decline. What is 

occurring is that both CLECs and ILECs are facing the challenge of wireless competition. 

7 MR. FIMBRES STATES: “WHILE THE COMPANY’S WITNESS STATES THAT 

8 WIRELESS SERVICE PLACES STRONG COMPETITIVE PRESSURE ON 

Q. 

9 WIRELINE SERVICES, THERE IS NO STUDY OR SURVEY WHICH 

10 

11 

ACTUALLY DEMONSTRATES THE DEGREE TO WHICH THIS STATEMENT 

IS ACCURATE. WITHOUT THIS, PLACING THE INFORMATION IN THE 

12 APPROPRIATE CONTEXT FOR USE IN A DETERMINATION THAT MAY 

13 RESULT IN APPROVAL PURSUANT TO RULE 1108 IS DIFFICULT,’’50 DO YOU 

14 AGREE? 

15 A. No. I am not sure what type of study Mr. Fimbres believes is required, but one does not 

16 need some sort of econometric study or detailed survey to demonstrate that wireless is 

17 placing competitive pressure on wireline services. Even casual observers of this market 

18 understand that customers are increasingly moving to wireless service, and many are 

19 disconnecting their wireline service completely-a demonstrated fact on which there can 

20 

21 

be no debate. Perhaps Mr. Fimbres is arguing that CenturyLink should provide an 

elasticity study, proving that movement to wireless is specifically linked to an increase in 

22 

23 

wireline prices. However, one does not need a comprehensive elasticity study to prove the 

obvious-that wireless represents a competitive alternative to wireline service, and that it 

Fimbres Direct, pages 25-26. 50 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

Arizona Corporation Commission 
Docket No. T-01051B-11-0378 

CenturyLink 
Rebuttal Testimony of Robert Brigham 

April 23,2012, Page 49 

constrains CenturyLink’s prices. Even Mr. Fimbres, as noted above, admits that wireless 

services constrain CenturyLink prices. 

Q. REGARDING MR. FIMBRES’ STATEMENT ABOUT PRICES IN A 

COMPETITIVE MARKET, IS IT TRUE THAT PRICES WILL ALWAYS GO 

DOWN IN A COMPETITIVE MARKET? 

No. Prices may go up or down in a competitive market. For example, the 1FR rate in 

Arizona has been held at the $13.18 rate per month since 1995 based on a regulatory 

decision to keep rates low to help consumers and encourage universal service. However, 

there is no evidence that this is a market-based rate-in fact this is one of the lowest 

residential basic exchange rates in the United States. When the regulated rate is held below 

the market rate, the implementation of regulatory freedom may lead to an increase in rates, 

as the rate moves towards the appropriate market level. In fact, Mr. Abinah seems to 

acknowledge that CenturyLink’s local exchange rates are below the market rate today. In 

describing the reasons for the proposed increased maximum rate, Mr. Abinah states: 

“Compared to the rates charged by its competitors, CenturyLink’s Consumer rates, even 

with a 25% increase, are reasonable and comparable to other service providers. The same 

is true for Small and Medium Business rates.”51 

A. 

5’ Abinah Direct, page 12 
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1 Q. MR. FIMBRES STATES THAT TWO ASPECTS OF THE VOIP SUBSCRIPTIONS 

2 INFORMATION DO NOT MAKE SENSE TO STAFF. PLEASE ADDRESS THIS 

3 ISSUE. 

4 A. Mr. Fimbres notes that the FCC’s Local Competition Report identifies 484,000 non-ILEC 

5 

6 

7 

8 

9 

10 

11 

12 
13 

14 Q. 

15 

16 

17 A. 

18 

19 

20 

21 

22 Q. 

23 A. 

VoIP lines in Arizona, but that Confidential Exhibit RHB-1 provides a much different 

(lower) number. The difference is that the FCC data includes all VoIP based lines, whether 

fixed or “over the top,” while the Centris data used in Confidential Exhibit RHB-1 includes 

only over the top VoIP (e.g., Vonage). However, VoIP data for over the top providers is 

hard to acquire, and it is likely that the Centris data understates the quantity of over the top 

VoIP lines. 

D. DEREGULATION PROPOSAL 

WHAT IS STAFF’S RECOMMENDATION CONCERNING CENTURYLINK’S 

REQUEST TO DEREGULATE THE SERVICES LISTED ON REVISED 

ATTACHMENT B OF THE COMPANY’S APPLICATION? 

Staff witness Fimbres recommends deregulation of the 40 services listed in Exhibits 3 and 

4 of his Direct Testimony, but argues that the remaining services the Company requested to 

be deregulated are still essential and integral to the public service and should not be 

deregulated. 

DO YOU AGREE WITH STAFF’S RECOMMENDATION? 

No. Although we appreciate Staffs recognition that the services included in Fimbres’ 

Exhibit 3 and 4are no longer integral or essential to the public interest and should be 

deregulated, we don’t believe that the remaining services listed on Revised Attachment B 
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are either essential or integral to the public interest for all of the reasons stated in my direct 

testimony. For instance, we do not believe that there is a public interest in regulating the 

price of a package of services when the underlying services contained in the package 

continue to be regulated - especially given that the package price must logically be less 

than the ala carte prices of the underlying features. Otherwise, there would be no point in 

offering the package. The commission would continue to regulate the stand alone access 

line component of a package, which affords protection to those very few customers in the 

state who may lack competitive alternatives. The non-access line services in a package are 

generally features and other discretionary services. If something is discretionary, then it 

cannot also be essential. To use an analogy, healthy food is essential to sustain life, but a 

healthy meal can be provided with something fairly basic and does not have to consist of a 

five course meal with numerous options for appetizers, entrees, salads, desserts and other 

discretionary items. 

All of the services that CenturyLink has requested to be deregulated have been offered as 

competitive services, either under the price cap plan or under rule 1108 for as long as 16 

years in some cases. The next logical step is for these services to be deregulated and freed 

from their unnecessary regulatory constraints. 

Thus, CenturyLink agrees with the deregulation of the services in Exhibits 3 and 4 of Mr. 

Fimbres’ testimony, but believes the Commission should consider the deregulation of all 

the services in Exhibit RHB-11 (Revised Attachment B of the company’s application). 
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Q. WHAT IS STAFF’S RECOMMENDATION WITH RESPECT TO THE 

REMAINING SERVICES LISTED IN EXHIBIT RHB-11 (REVISED 

ATTACHMENT B) THAT WOULD NOT BE DEREGULATED?I 

Although MI-. Fimbres articulates the reasons why Staff does not support the Company’s A. 

request for deregulation of many services, there is not a clear or consistent statement of 

what should happen to those services. For the services categorized by CenturyLink as 

“Obsolete”, Mr. Fimbres recommends that “Obsolete services be classified as competitive 

services to the extent they are not already classified as c~mpet i t ive .”~~ However, with 

respect to the Ancillary, Value Added, Pricing, Supplemental, and Toll categories, he 

simply states his disagreement with the rationale provided by CenturyLink for 

deregulation. For the service in these categories, I must assume Staff would recommend 

that they would be classified as fully “competitive” if provided to an enterprise customer or 

as “emerging competitive” if provided to customers in the consumer, small business, or 

medium business markets. 

Q. HOW SHOULD THE COMMISSION TREAT THE SERVICES IN EXHIBIT RHB- 

11 (REYISED ATTACHMENT B) THAT ARE NOT DEREGULATED IN THIS 

PROCEEDING? 

A. To the extent that they are not deregulated, CenturyLink believes that these services should 

be treated as fully competitive services. As described earlier in my testimony, Staff has 

demonstrated no failure in the market or other reasons why we should take a step 

backwards and declare that services treated as competitive for the past 11 years under the 

52 Fimbres Direct, page 32. 
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1 Original and Renewed price cap plans are now only eligible to be treated as an “emerging” 

2 competitive services. 

3 

4 

5 

6 

IV. RESPONSE TO RUCO 

A. RUCO’S PROPOSAL 

7 

8 Q. WHAT IS MR. QUINN’S RECOMMENDATION TO THE COMMISSION? 

9 A. Mr. Quinn recommends that the Commission should approve CenturyLink’s Application as 

10 it applies to residential services, Le., CenturyLink should be allowed to reclassify the 

11 residential services as shown in Revised Attachment B as deregulated and classify the other 

12 

13 

14 recommendation regarding business services. 

residential services listed in Revised Attachment A as “competitive,” if the five issues he 

raises on page 20 of his testimony are satisfactorily addressed.53 He does not provide a 

15 

16 Q. WHAT ARE THE FIVE ISSUES THAT MR. QUI” BELIEVES MUST BE 

17 ADDRESSED BEFORE APPROVAL OF CENTURYLINK’S APPLICATION? 

18 A. Mr. Quinn lists the following five issues that he believes must be addressed before the 

19 CenturyLink Application is approved: 

20 
21 1. Include in the final order CenturyLink’s commitments in testimony to: 

22 

23 

a. maintain current service quality measurement and reporting requirements; 

b. not make changes to Basket 4 which includes wholesale services; and 

53 Quinn Direct, page 20-2 1. 
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c. “wrap up the Price Cap Plan” 

2. Resolve issue on rate deaveraging 

3. Require filing to “wrap up the Price Cap Plan” within one year 

4. Require filing under R14-2-1110 within one year 

5. Implement safeguards 

Q. 

A. 

PLEASE ADDRESS THE FIRST AND THIRD ISSUE. 

Regarding Issue l(a), CenturyLink has proposed the classification of certain services as 

competitive pursuant to Rule 1108. For these services, there will be no change in the 

service quality measurements or reporting requirements; the existing Service Quality Tariff 

will remain in effect. For services deregulated in this proceeding, there should be no 

service quality or reporting requirements. CenturyLink agrees with Mr. Quinn’s proposal 

to “wrap up the Price Cap Plan” in Issue l(c) and believes it would be appropriate, if the 

Commission adopts CenturyLink’s proposals, to have such a filing within one year (Issue 

3). CenturyLink’s recommendation as to how that should be accomplished is stated below. 

With regard to the wholesale services that are currently listed in Basket 4 (Issue l(b)), 

CenturyLink agrees that there should be no changes in regulatory treatment. These 

services were not actually governed by the pricing mechanisms in the Renewed Price Cap 

Plan. The termination of the Renewed Price Cap Plan does not require a new mechanism 

to preserve the current treatment of these services, since pricing levels have been set by the 

Commission in the Arizona Cost Docket. Those rates remain in effect until further order of 

the Commission, and to the extent pricing is included in agreements between CenturyLink 

and wholesale providers, those agreements remain in effect. For the wholesale services 

that are subject to tariff, the transition should simply be to file tariff pages with the same 
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terms, conditions, and rates, but without the Price Cap Plan header. Those tariffs remain in 

effect until further order of the Commission. 

WILL YOU ADDRESS M R .  QUINN’S SECOND AND FIFTH ISSUE IN YOUR 

TESTIMONY? 

Yes. I will address the issues of rate deaveraging (Issue 2) and the implementation of 

safeguards (Issue 5) below. 

PLEASE ADDRESS MR. QUINN’S FOURTH ISSUE. 

Mr. Quinn recommends that the Commission require CenturyLink to make a filing under 

R14-2-1110 within one year. While CenturyLink does not believe that such a requirement 

is necessary, if CenturyLink is granted pricing flexibility pursuant to Rule 1108 for its 

residential basic exchange services, it does plan to file for maximum rates under Rule 11 10. 

However, CenturyLink asks that it not be ordered to request maximum rates right away. 

CenturyLink would like to have the flexibility to consider its portfolio of services carefully, 

and make judgments about rate filings one at a time. Applying that judgment, maximum 

rate requests might be made one at a time or in groups. 

In the meantime, upon an order granting competitive classification, CenturyLink would file 

for an order rescinding the Renewed Price Cap Plan. In the transition period between this 

filing and the approval of maximum rates under Rule 11 10, CenturyLink proposes that the 

Commission authorize CenturyLink to continue to operate under the terms, conditions, and 

rates contained in its Renewed Price Cap Plan tariffs. CenturyLink proposes that the 

Commission authorize this process simultaneously with the order rescinding the Renewed 

Price Cap Plan. This will assure an orderly transition to competitive rate setting. 
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DO YOU AGREE WITH MR. QUINN’S CHARACTERIZATION OF 

CENTURYLINK’S PROPOSAL FOR COMPETITIVE CLASSIFICATION IN 

THIS PROCEEDING? 

For the most part, yes. However, Mr. Quinn characterizes CenturyLink’s request for 

competitive classification of services pursuant to Rule 1108 as if it is a request to move 

services from Basket 1 and 2 to Basket 3 (Flexibly-Priced Competitive Services) under the 

Current Price Plan. As I have stated, once services are classified as competitive, 

CenturyLink will ask that the Renewed Price Cap Plan be vacated, under the transition 

process described above. Thus, CenturyLink is seeking competitive classification and 

pricing treatment via Rules 1109 and 11 10 without the constraints of the Price Plan. Mr. 

Quinn himself acknowledges that it is anticipated that if the Commission adopts 

CenturyLink’s proposal in this case, CenturyLink will seek a withdrawal of the Price Plan. 

Therefore his comments about moving competitive services to Basket 3 may not have been 

meant literally. 

B. COMPETITION IN THE ARIZONA CONSUMER MARKET 

DO YOU AGREE WITH RUCO’S DESCRIPTION OF THE OVERALL 

TELECOMMUNICATIONS MARKET IN ARIZONA? 

In general, yes. Mr. Quinn describes the “very competitive environment that exists today” 

and states: “Many competitors, including wireless, cable, competitive local exchange 

companies (CLECs) and other VOIP providers have entered the consumer voice market 

through different means. The vast majority of the loss of access lines and related services 
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1 for CenturyLink can be attributed to the increase in wireless and cable  omp petition."^^ I 

2 

3 

4 

5 Q* 
6 

7 

8 

9 A. 

10 

11 

12 

13 

14 

15 Q. 

16 A. 

17 

agree with t h s  characterization; Mr. Quinn acknowledges the obvious fact that cellular 

phones are a substitute for wireline services.55 

WHILE MR. QUINN AGREES THAT THE OVERALL VOICE MARKET IN 

ARIZONA IS COMPETITIVE, DOES HE BELIEVE THAT “THERE REMAINS A 

SIGNIFICANT PORTION OF THE CONSUMER MARKET THAT NEEDS 

FURTHER EXAMINATION?”56 

Yes. Mr. Quinn states that CenturyLink has relied on a “broad brush high level evaluation 

of statewide competition to justify the competitive reclassification on many of its 

services.”57 He continues: “CenturyLink has provided little evidence of competition for 

basic residential service by wire center that contains an analysis of what competitors are 

actually offering in the way of services to residential consumers.”58 

DO YOU AGREE? 

No. I disagree with two aspects of Mr. Quinn’s advocacy on this issue. First, I do not 

agree with Mr. Quinn that CenturyLink has provided little evidence regarding competition 

on a wire center level. Second, I do not agree that a complete competitive analysis of the 

consumer market requires an analysis of each service offered by competitors. 

20 

54 Quinn Direct, page 6 .  

55 Quinn Direct, page 7. 

56 Quinn Direct, page 8. 

57 Quinn Direct, page 9. 

58 Id. 
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Q. PLEASE ADDRESS THE EVIDENCE OF COMPETITION IN THE CONSUMER 

MARKET AT THE WIRE CENTER LEVEL. 

A. Mr. Quinn notes that CenturyLink has lost 61% of its wirelines over the past 10 years, but 

claims that “there is little information to show how overall competition numbers relate to 

residential services provided in smaller communities or wire  center^."^' I disagree with 

this characterization. In fact, as I pointed out in my rebuttal to Staff, my Direct testimony 

provided data showing the coverage of cable providers by wire center (Confidential Exhibit 

RHB-3) and a map of wireless carrier coverage (Exhibits RHB-5 and RHB-7). As 

described earlier, I have also provided (1) Confidential Exhibit RHB-R1, which shows by 

wire center where CLECs are serving consumers via Platform Services (CLSP, QLSP, 

QPP) or the purchase of resale services at a discount, (2) Confidential Exhibit RHB-m, 

which provides the cable data from Confidential Exhibit RHB-3 plus a more detailed view 

of the wireless presence in each Arizona wire center,60 and (3) Confidential Exhibit RHB- 

R3, which combines the data in the previously described exhibits to show coverage for 

resale, cable and wireless voice services for each wire center. This exhibit shows that 

residential customers in all wire centers except Grand Canyon, Dudleyville and Kearny are 

served by CLEC, cable and/or wireless competitors. 

59 Quinn Direct, page 10. 

6o Confidential Exhibit RHB-R2 shows wire centers with total wireless coverage, plus wire centers that 
have partial wireless coverage. The wire centers without complete area coverage are noted in the 
exhibit. 
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HAVE YOU ALSO PREPARED AN EXHIBIT THAT DELINEATES THE LOSSES 

OF RESIDENTIAL CENTURYLINK ACCESS LINES BY WIRE CENTER SINCE 

2001? 

Yes. Confidential Exhibit RHB-R8 provides the residential access line losses that 

CenturyLink has experienced since 2001 in each Arizona wire center, along with the 

estimated population changes for each wire center. It may be observed that while the 

losses vary by wire center, only four wire centers in the state experienced a growth in 

access lines over the decade-Laveen, Maricopa, Queen Creek and Vail South. Three of 

these wire centers had a population growth of over 500% and one had growth over 100%. 

In each case, the population growth far exceeded CenturyLink residential access line 

increases. It should be noted that in some of the rural wire centers where there may be 

fewer competitive options, CenturyLink still lost a significant number of residential lines. 

In many rural wire centers, significant line loss occurred even as the population increased 

(e.g., Ashfork, Black Canyon, Elgin, Gila Bend, Grand Canyon, Joseph City, Page, 

Patagonia, Pima, Stanfield, Whitlow, Wintersberg and Yarnell). It must be assumed that in 

these areas, consumers were moving to competitive alternatives, not simply doing without 

voice phone service. In some rural wire centers, there was a loss in residential access lines 

and a loss in population (e.g., Dudleyville, Hayden, Kearny, Mammoth, Miami, San 

Manuel, St. David and Superior). However, in each case, the percentage loss in access 

lines was greater than the percentage loss in population. For example, even in Dudleyville 

and Kearny-two wire centers with few documented voice options-the percentage access 

line loss exceeded the percentage population loss. This indicates that at least some 

customers are finding a competitive alternative even in these wire centers. 

Q. 

A. 
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DO YOU BELIEVE THAT THERE ARE ANY CUSTOMERS IN 

CENTURYLINK’S SERVING AREA THAT MAY NOT HAVE A COMPETITIVE 

ALTERNATIVE? 

There may be some isolated pockets of CenturyLink’s serving area in Arizona where 

customers do not have a wireless, cable or VoIP voice alternative, but it appears that this is 

limited to a very small subset of customers, primarily in a few rural exchanges such as 

Dudleyville. However, service from resellers and purchasers of platform-based services 

should be available in all locations served by CentwyLink-even Dudleyville. In addition, 

there may be satellite phone options for many of these customers. 

IN ORDER FOR RESIDENTIAL VOICE SERVICES TO BE CLASSIFIED AS 

COMPETITIVE, DOES EVERY CUSTOMER IN EVERY ARIZONA WIRE 

CENTER NEED TO HAVE COMPETITIVE OPTIONS? 

No. Ah. Quinn states that “If competitive alternatives do not exist, CenturyLink should not 

be granted competitive classification for those locations, unless safeguards are put into 

place to protect consumers from unwarranted prices.”61 However, as I described earlier in 

my response to Staff, the pervasive competition throughout the state provides protection, 

even for customers that do have few competitive voice options. 

Customers in some rural wire centers, including Dudleyville, Grand Canyon and Kearny 

may not have significant competitive alternatives to CenturyLink for voice services, at least 

that CenturyLink can verify. However, there are clearly competitive alternatives in every 

other wire center, and this competition limits CenturyLink’s market power and constrains 
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its residential prices throughout the state, including in these rural communities. Quite 

simply, CenturyLink must price its services to be competitive throughout the state, from 

Phoenix to Dudleyville. While CenturyLink believes that in a competitive market it should 

have the ability to deaverage rates to some degree, there is no basis to assume that 

CenturyLink would use such flexibility to raise rates significantly in these rural wire 

centers. It is noteworthy that in all states where legacy Qwest has been granted pricing 

freedom, it has sought no further deaveraging of local residential rates. 

Q. MR. QUINN STATES THAT IN YOUR DIRECT TESTIMONY, YOU ADMIT 

THAT NOT ALL CUSTOMERS HAVE COMPETITIVE OPTIONS. PLEASE 

COMMENT. 

I would agree, as noted above, that there may be isolated pockets of customers without 

cable, wireless or VoIP options. However, I disagree with Mr. Quinn’s statement that “Mr. 

Brigham testifies that 3.9% of residential customers have no voice option.”62 That is not 

A. 

what my testimony says. In reality, the 3.9% represents the percentage of consumer 

households that do not currently subscribe to voice service. Nearly all of these households 

do have the option to purchase voice service-fiom CentwyLink or another provider-but 

for some reason they have chosen not to at the present time. 

Quinn Direct, page 10. 62 
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Q. MR. QUI” STATES THAT “CENTURYLINK RELIES ON THE NUMBER AND 

PRESENCE OF COMPETITIVE SERVICE PROVIDERS BY WIRE CENTERS 

AND NOT ACTUAL COMPETITION OR MARKET SHARE STATISTICS.”63 

PLEASE COMMENT. 

A. First, I disagree with Mr. Quinn’s statement that the CenturyLink analysis does not look at 

“actual competition.” In fact, each of the competitive options discussed in my Direct and 

Rebuttal testimony are “actual” competitive options, Cable, wireless, CLEC and VoIP 

competition are not theoretical constructs, but provide real options for consumers. Second, 

I disagree with Mr. Quinn’s statement that CenturyLink has not provided market share 

statistics, as I have done so in my Direct testimony for the consumer market, consistent 

with the requirement in Rule l108.B(3). However, as I described in my response to Staff, 

market share measures alone should never be used to determine if a market is competitive 

or if a firm possesses market power. It is the availability of competitive options that is 

important, not a measure of historical share. If Mr. Quinn means that a market share must 

be developed on a very disaggregated basis, such as by wire center, I disagree. 

CenturyLink does not have and cannot have complete knowledge of its competitors on a 

wire center basis. For example, no cable or wireless provider shares its access line or 

connection data with CenturyLink on a wire center basis. Fortunately, no such analysis is 

necessary to determine if competitive alternatives are available in a wire center. 

63 Quinn Direct, page 10. 
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1 Q. M R  QUI” ARGUES THAT CENTURYLINK HAS NOT PROVIDED 

2 INFORMATION ON WHAT SERVICES ARE PROVIDED BY COMPETITORS. 

3 PLEASE RESPSOND. 

4 

5 

6 

7 

A. Mr. Quinn argues that the CenturyLink analysis is deficient because “CenturyLink [did 

not] provide any information on what services are actually being provided to residential 

c u ~ t o m e r s . ~ ’ ~ ~  However, this criticism is a red herring. Each of the cable, wireless, CLEC 

and VoIP providers competing with CenturyLink in the Arizona consumer market offer 

8 

9 

voice services, or the equivalent of basic exchange service, with local and long distance 

calling and additional features and functionality. I described these competitive services in 

10 

1 1  

my direct testimony. In fact, many competitive options provide greater functionality; e.g., 

wireless services provide mobility. As Mr. Quinn states, “Cell phones in my opinion are 

12 

13 

not only a substitute for wire line but they offer many advantages over wire line service. 

Besides the obvious benefit of added mobility, they have popular custom calling features, 

14 can be used to connect to the internet and offer an exponentially increasing number of 

15 

16 

17 Q. MR. QUI” STATES: “IT IS NOT CLEAR HOWEVER, WHETHER THE 

custom applications that are not available to the basic wire line pr~vider.”~’ 

18 COMPETITORS FOR ANY GIVEN RURAL OR LOW DENSITY AREA ARE 

19 PROVIDING SERVICES FOR BUSINESS, RESIDENTIAL OR BOTH? DO YOU 

20 AGREE? 

21 A. No. I think it is abundantly clear that cable, wireless and VoIP providers serve the 

22 residential market wherever they provide service, including in rural areas. In addition, 

64 Quinn Direct, page 10. 

65 Quinn Direct, page 7. 

66 Quinn Direct, page 13. 
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1 some resellers and Platform-based providers serve residential customers, as described 

2 earlier in my testimony. Other CLECs, who may self-provision or purchase UNEs and 

3 resale/platform services, focus on the business market. 

C. RATE DEAVERAGING 

7 Q. DOES MR QUI” SUPPORT RATE DEAVERAGING? 

8 A. Yes. Mr. Quinn believes that “rate deaveraging enhances the benefits for residential 

9 customers for services moved to the competitive basket.”67 He advises the Commission to 

10 make a determination in this docket as to whether CenturyLink will have the ability to 

11 deaverage its prices. 

12 

13 Q. WHAT IS CENTURYLINK’S POSITION ON THIS ISSUE? 

14 As stated in response to RUCO data request 2-1 (contained in RUCO Exhibit 2), A. 

15 

16 

CenturyLink does not believe that the competitive rules require statewide rates. While 

CenturyLink does not have current plans to deaverage rates if granted competitive 

17 

18 

treatment, CenturyLink does not object to a Commission finding that CenturyLink may 

deaverage rates in the fuhue. CenturyLink would object to a finding that it must deaverage 

19 rates in the hture. 

20 

Quinn Direct, page 15. 67 
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D. SAFEGUARDS 

Q. ACCORDING TO MR. QUINN, WHAT SAFEGUARDS SHOULD BE 

ESTABLISHED TO PROTECT CONSUMERS IN “NON-COMPETITIVE 

AREAS?” 

Mr. Quinn suggests three types of safeguards that could be used to protect consumers in A. 

what he calls “non-competitive areas:” (1) limit rate increases for basic residential voice 

service in non-competitive areas to no more than a certain percentage of the statewide 

weighted average rate; (2) limit price increases in non-competitive areas to a certain 

percentage per year for so many years, placing a cap on the maximum increase allowed 

during that time frame, or (3) provide a partial subsidy to customers who have no 

competitive alternative (the subsidy could be derived from current funds, like TAP for the 

medically needy).68 

Q. DO YOU BELIEVE THE COMMISSION SHOULD IMPLEMENT THESE 

SAFEGUARDS? 

A. I do not believe that any of these safeguards are necessary. First, I do not agree that there 

are areas that are “non-competitive” although as I acknowledged above, there are certainly 

areas where consumers have fewer competitive options than in others. I understand Mr. 

Quinn’s desire to limit any rate increases for residential services in these areas, but I do not 

believe that a limit on residential price increases is necessary, since (1) the competitive 

market will suppress any unreasonable increases and (2) CenturyLink must still seek 

approval of a price cap when it makes a filing pursuant to Rule 11 10. As described above 
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in my response to Staff, residential basic exchange rates have not changed since 1995, and 

the $13.18 rate is one of the lowest in the nation. These rates should be allowed to rise to 

the market rate, so that competition is encouraged, and the rates can be properly disciplined 

by the competitive market. However, if the Commission grants CenturyLink’s 

Application, it will still be able to establish a price ceiling in the Rule 11 10 proceeding. 

There is no basis for establishing a limit in this proceeding. 

Further, it would not be appropriate to provide, in this proceeding, a partial subsidy to 

certain customers in less competitive areas. The implementation of such a mechanism, 

even if appealing, would not be appropriate in a proceeding like this one, where 

CenturyLink is simply seeking competitive classification of services. 

V. RESPONSE TO TW TELECOM 

Q. 

A. 

WHAT IS THE PURPOSE OF MR, NIPPS’ TESTIMONY? 

It appears that Mr. Nipps wants assurance that the provision of wholesale services by 

CenturyLink is not impacted by any relaxed regulation that would result from this 

proceeding and that tw telecom and other CLECs will retain the ability to obtain wholesale 

elements as they do today. 

Q. WILL THE COMMISSIONS’ ACTIONS IN THIS PROCEEDING IMPACT THE 

PROVISION OF WHOLESALE ELEMENTS TO CLECS? 

No. As I described earlier, CenturyLink is proposing no changes to the treatment of 

wholesale services in this proceeding. UNEs will continue to be offered to CLECs at 

TELRIC-based prices that are regulated by this Commission, and resale services will 

A. 
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continue to be available at a Commission-mandated avoided cost discount, pursuant to 47 

U.S.C. $0 251 and 47 U.S.C. §$ 271. As I described in my response to Mi. Quinn, 

CenturyLink proposes no changes in the treatment of wholesale services that are currently 

provided in “Basket 4” of the Renewed Price Plan. In addition, as pointed out by Mr. 

Nipps, CenturyLink is bound by its recent merger case settlement agreement to maintain 

certain wholesale pricing for tw telecom at existing rates until May 31,2013.69 Thus, the 

classification of retail services as “competitive” will have no adverse impact on tw telecom 

or other CLECs. 

VI. CONCLUSION 

WHAT ACTION SHOULD THE COMMISSION TAKE IN THIS PROCEEDING? 

The Commission should find that: (1) all CenturyLink’s regulated retail services are 

“competitive” pursuant to A.C.C. R14-2-1108 and (2) the competitive services listed in 

Exhibit RHB-11 shall be deregulated pursuant to pursuant to A.R.S. $40-281(E). Given 

the extremely competitive telecommunications market that exists in Arizona today-which 

I have described in my Direct and Rebuttal testimonies-there is no basis for any retail 

service to be classified as “non-competitive” or “emerging competitive.” And the 

competitive services listed in Exhibit RHB- 1 1, which have been treated as competitive 

services for years, should be deregulated because they are not essential or integral to the 

public service. Should the Commission deregulate some, but not all of the services listed 

in Exhibit RHB- 1 1, it should declare that each of these remaining non-deregulated services 

is “competitive” pursuant to Rule 1 108. 

69 Nipps Direct, page 4. 
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1 

2 Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

3 A. Yes,it does. 
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Sum of 12/2011 In-Svc 

Wire Center ClliS 

Residential Platform and Resale Services 

Product Name 

BEARDSLEY 
BETHANY WEST 
BISBEE 

QLSP RES QPP RES RESALE RES ADL I 1 GrandTotal 

BRDSAZMA 
PHNXAZBW 
BISBAZMA 

CAMP VERDE CMVRAZMA 

BUCKEYE 
CACTUS 

CAVE CREEK I CVCKAZMA 
CHANDLER MAIN I CH N DAZMA 

~ ~~ ~ 

BCKYAZMA 
PHNXAZCA 

CHANDLER SOUTH CH N DAZSO 

COTONWOOD MAIN 
COTONWOOD SOUTH 

ICLDGAZMA 

_ _  - _ _  
CTWDAZMA 
CTWDAZSO 

-tGiG- 
NAZCO 

CRAYCRO FT 
DEER VALLEY NORTH 
DOUGLAS 
ELGIN 
ELOY 
FLAGSTAFF EAST 
FLAGSTAFF MAIN 
FLOWING WELLS 
FOOTHILLS 
FORTUNA 
FT MCDOWELL 

I CORTARO ITCS 

TCS N AZCR- 
DRWAZNO 
DGLSAZMA 
PTGNAZEL 
ELOYAZOl 
FLGSAZEA 
FLGSAZMA 
TCSNAZFW 
PHNXAZ81 
Y U M AAZFT 
FTM DAZM A 

L 
. 

LITCHFIELD PARK LTPKAZMA 
MARANA MARNAZMA 

~~ 

IMESAAZGI 
~GLDWZMA 

GLOBE ~GLOBAZMA 
GREEN VALLEY ~GNWAZMA 
IGREENWAY I PH NXAZG R 
HAYDEN IHYDNAZMA 
HIGLEY IHGLYAZMA 
H UMBOLDT ~HMBLAZMA 
LAVEEN IPHNXAZLV 

IMARICOPA IMRCPAZMA 
MARYVALE ~PHNXAZMY 
MCCLINTOCK ITEM PAZM c 
MESA I MESAAZMA 
MIAMI JMIAMAZMA 
MID RIVERS ~PHNXAZMR 
NEW RIVER ~NWRVAZMA 
INOGALES MAIN INGL~AZM~ 

REDACTED 

~ 

NOGALES MIDWAY INGLSAZMW 
PAGE IPAGEAZMA 
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PALOM INAS PLMNAZMA 
PAYSON PYSNAZMA 
PECOS PHNXAZPP 
PEORIA JPHNXAZPR 
PHOENIX EAST IPHNXAZEA 
IPHOENIX MAIN IPHNXAZMA 
PHOENIX NORTH I PHNXAZNO 
PHOENIX NORTHEAST IPHNXAZNE ~~ 

PHOENIX NORTHWEST ~PHNXAZNW 
PHOENIX SOUTH I PHNXAZSO 
PHOENIX SOUTHEAST ~PHNXAZSE 
PHOENIX WEST I PH NXAZWE 
IPINNACLE PEAK IPRWAZPP 
PRESCOTT EAST (PRSCAZEA 
PRESCOll MAIN IPRSCAZMA 
QUEEN CREEK I HGLYAZQC 
RINCON ~TCSNAZRN 

~ 

l R l 0  VERDE 1 F T D  AZNO 

SEDONA SOUTH SEDNAZSO 

SOMERTON SMTNAZMA 

REDACTED 

SUPER WEST SPRSAZW E 
TANQUE VERDE TCSNAZTV 
TEMPE TEMPAZMA 
THUNDERBIRD SCDLAZTH 
TOLLESO N TLSNAZMA 
TONTO CREEK TNCKAZMA 
TUBAC TUBCAZMA 
TUCSON EAST TCSNAZEA 
TUCSON MAIN TCSNAZMA 
TUCSON NORTH TCSNAZNO 
TUCSON SOUTH TCSNAZSO 
TUCSON SOUTHEAST TCSNAZSE 
TUCSON SOUTHWEST TCSNAZSW 
TUCSON WEST TCSNAZWE 
VAlL NORTH VAILAZNO 
VAILSOUTH VAILAZSO 

WINSLOW IWNSLAZMA 
YUMA MAIN (YUMAAZMA 
YUMA SOUTHEAST IYUMAAZSE 

(Grand Total 
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Wire Center 
ASHFORK 
BEARDSLEY 

iNSON 

Arizona Cable and Wireless Coverage 

ClliS Cable 1 I Cable 2 I Wireless 
ASFKAZMA 
BRDSAZMA 
BNSNAZMA 

- 
BL _ _  
BETHANY WEST JPHNXAZBW 
BISBEE 

COOLIDGE 
CORONADO 
CORTARO 

~ I S B A Z M A  

CLDGAZMA 
CRNDAZMA 
TCSNA7TO 

ICAMPVERDE ICMVRAZMA 

FLAGSTAFF EAST 
FLAGSTAFF MAIN 
FLAGSTAFF SOUTH 

CATALl NA TCSNAZCA 
CAVE CREEK CVCKAZMA 
CHANDLER MAIN CHNDA7MA 

FLGSAZEA 
FLGSAZMA 
FLGSA72O 

CIRCLE CITY I CRCYAZNM 
COLDWATER I GDY RAZCW 

GILA BEND 
GILBERT 
GLENDALE 

GLBNAZMA 
MESAAZGI 
GLDLAZMA 

GLOBE 
GRAND CANYON 
GREEN VALLEY 
GREEN WAY 
HAYDEN 
HIGLEY 
HUMBOLDT 

GLOBAZMA 
GRCNAZMA 
GNVYAZMA 
PHNXAZGR 
HYDNAZMA 
HGLYAZMA 
HMBIAZMA 

REDACTED 
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~ _____ ____ ~ ____ ~WCBGnZMA 
WICKENBURG 
WILLCOX WLCXAZMA 
WILLIAMS WLMSAZMA 
WI NSLOW WNSLAZMA 
WlNTERSBURG WNBGAZOl 
YARNELL YRNLAZMA 
YUMA MAIN YUMAAZMA 
YUMA SOUTHEAST Y U MAAZSE 

Y =Wireless available thoughout wire ceneter 
Y* = Wireless available throughout most, but no all of wire center 
N = No wireless coverage in wire center 
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Cable 1 Cable 2 Wireless 

COLDWATER 

TCSNAZCO 

CRAYCROFT 

DDVLAZNM 

ELOY ~ E L O Y A Z O ~  
FLAGSTAFF EAST I FLGSA7FA - - -. . 
IFLAGSTAFF MAIN I FI GCA7MA 

FLOWING WELLS 

IFOOTHILLS I PH NXAZ8 1 
FORTUNA 
FT MCDOWELL I FTMDA7MA 

I Y U M AAZFT 

1 Platform I 

REDACTED 
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Wire Center lClli8 I 
? GNVYAZMA 

Cable 1 

IGREENWAY I PH NXAZG R I 

Cable 2 Wireless 

HAYDEN HYDNAZMA 
HIGLEY HGLYAZMA 
H U M BOLDT HMBLAZMA 
JOSEPH CITY JSCYAZMA 

, 

IKEARNY IKRNYAZMA ~ 

ILAVEEN I PH N XAZLV I 
ILITCHFIELD PARK I LTPKAZMA I - .. .- . . . . 

MAMMOTH MMTHAZMA 
MARANA MAR N AZM A 
MARICOPA MRCPAZMA 
MARYVALE PH NXAZMY 
IMCCLINTOCK ITEMPAZMC ~ 

MESAAZMA 

M T  LEMMON TCSN AZML 
IMUNDS PARK IMSPKAZMA 
INEW RIVER 1 NWRVA7MA -1 

- -  

NEW RIVER NWRVAZMA 
NOGALES MAIN N G LSAZMA 
NOGALES MIDWAY NG LSAZM W 
ORACLE ORCLAZMA 
PAGE PAGEAZMA I 
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NOGALES MAIN N G LSAZMA 
NOGALES MIDWAY NG LSAZM W 
ORACLE ORCLAZMA 

PAGEAZMA REDACTED 
I PATAG ON I A IPTGNAZMA I 

PEORIA 

PAYSON PYSNAZMA 

PHOENIX EAST PHNXAZEA 
IPHOENIX MAIN I PH N XAZM A I ~ I 

PHOENIX NORTH PH NXAZNO 

PHOENIX NORTHWEST PH NXAZN W 
PHOENIX SOUTH PH NXAZSO 
PHOENIX SOUTHEAST PHNXAZSE 
PHOENIX WEST PH NXAZWE I 

PHOENIX NORTHEAST PH NXAZN E 1 

IPIMA I PIMAAZMA ! 
~~ 

IPINE IPINEAZMA I 

IPINNACLE PEAK I P R V Y A 7 P P l  . .- -~ ~ 

PRESCOTT EAST PRSCAZEA 
PRESCOTT MAIN PRSCAZMA 
QUEEN CRFFK UGI VA7QC ... -..--.. I .Y L. I I IL. 

IRINCON I TCSN AZRN 1 
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Cable 1 Wire Center lCIIi8 I 
RIO VERDE I FTMDAZNO 

Resale & 
Cable 2 

ISAFFORD ISFFRAZMA 
ISAN MANUEL ~SNMNAZMA 
SCOTSDALE MAIN SCDLAZMA 
SEDONA MAIN SEDNAZMA 
SEDONA SOUTH SED N AZSO 
SHEA SCDLAZSH 
SIERRA VISTA MAIN SRVSAZMA 
ISIERRA VISTA NORTH ISRVSAZNO 

ST DAVl D 

ISUNNYSLOPE I PH NXAZSY 
 SUNRISE I AG F I AZSR 

JSPRSAZEA 
A A 
VE E,,", 

~~~~~ 

UPER MAIN SPRSAZR 
R WEST SPRSAZV 

_ _ _ _  - 
I SP RRAZM A 

ITANQUE VERDE ITCSNAZTV 
ITEMPE ITEM PAZMA 

ITUBAC ITU BCAZMA 
lTUCsON EAST ITCSN AZEA 
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Executive Director 

ARIZONA CORPORATION 
COMMISSION 

April 18,2012 

Via E-mail and United States Mail 

Norman G. Curtright Reed Peterson 
CenturyLink CenturyLink 
20 East Thomas Road, First Floor 
Phoenix, Arizona 8501 2 

20 East Thomas Road, First Floor 
Phoenix, Arizona 85012 

Re: Staffs Responses to CenturyLink’s Third Set of Data Requests - Docket No. T- 
01051B-11-0378 

Dear Messrs. Curtright and Peterson: 

Enclosed are Staffs responses to CenturyLink’s Third Set of Data Requests to the , 

Arizona Corporation Commission Staff in the above-referenced matter. 

Please do not hesitate to contact me if you have any questions regarding the attached. 

(602) 542-3402 

MAS:klc 

Enclosure 

1200 WEST WASHINGTON STREET: PHOENIX, ARIZONA 85007-2927 / 4cI) WEST CONGRESS STREET; TUCSON, ARIZONA 85701-1347 

www.cc.state.az. us 
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ARIZONA CORPORATION COMMISSION STAFF’S 
RESPONSES TO CENTURYLINK’S 
THIRD SET OF DATA REQUESTS 

APRIL 18,2012 
DOCKET NO. T-01051B-11-0378 

CTL 3.1 Please provide the following information for each competitive 
telecommunications company certified by the commission in Arizona, as reported 
in their most recent annual report. For purposes of this question, the term 
“competitive telecommunications company” means a carrier that is classified by 
the commission as a Facilities Based Competitive Local Exchange Carrier 
(CLEC), a Resold Local Exchange Carrier (RLEC), and Interexchange Carrier 
(IXC) or a Resold Long Distance Company W D ) .  

a. Total Number of Residence Local Exchange Access Lines 
b. Total Number of Residence Local Exchange Carriers 
c. Total Number of Business Local Exchange Access Lines 
d. Total Number of Business Local Exchange Customers 
e. Total Number of Residence Long Distance Customers 
f. Total Number of Business Long Distance Customers 
g. Total Local Exchange Revenue from Arizona Operations 
h. Total htrastate interexchange revenue from Arizona Operations 
i. The counties in which the carrier is certificated to serve 

Response: Staff objects to this request as being overly burdensome. To summarize and 
provide the information requested by CenturyLink would take considerable time. 
In addition, Staff objects to this request because the information contained in the 
annual reports is confidential. 

Respondent: Maureen Scoff, Legal Division, Arizona Corporation Commission, 1200 West 
Washington, Phoenix, Arizona 85007 
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CenturyLink 
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April 23,2012, Page 1 

I. IDENTIFICATION OF WITNESS 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS FOR THE RECORD. 

My name is Jerry Fenn. My business address is 250 Bell Plaza, Salt Lake City, Utah. 

WHAT IS YOUR ROLE AT CENTURYLINK? 

I am the Regional VP of Public Policy, for eight western states. Those states are Arizona, 

California, Idaho, Montana, New Mexico, Oregon, Utah, and Washington. In that role, I 

am responsible, among other things, for compliance with Federal and state 

telecommunications regulatory requirements. 

11. PURPOSE OF TESTIMONY 

WHY ARE YOU OFFERING REBUTTAL TESTIMONY IN ADDITION TO THAT 

OF MR. BRIGHAM? 

Mr. Brigham’s testimony is comprehensive, and he very clearly, capably, and convincingly 

makes all of the points to show that the Staff Direct testimony filed in opposition to an 

unqualified grant of our request for competitive classification is not well taken. His 

testimony is detailed and absolutely correct. However, I want to respond as well. I want to 

respond with the perspective that CenturyLink’s management team has, which is a 

business-driven, non-technical point of view. 

As part of my job, I work with the operation team leaders who run the business. Because 

of that, I have a unique perspective about how CenturyLink’s business is affected by 

competition and by state regulation. It is important for the Commission to hear that 

perspective. 
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1 111. REBUTTAL OF STAFF 

2 Q* 
3 

4 A. 

5 

6 

7 

8 

9 

FROM THAT PERSPECTIVE, WHAT IS YOUR REACTION TO THE DIRECT 

TESTIMONY FILED BY THE COMMISSION STAFF? 

The Staffs position is very disappointing to me and to the men and women who manage 

CenturyLink in Arizona. From the start of the discussions I have had about this case, even 

going back nearly a year ago when I met with the Staff for the first time, I have carried two 

messages: First, our local business is under extreme competitive pressure. And second, 

it’s unfair that CenturyLink’s rates are more onerously and stringently regulated than our 

competitors are regulated. The Staff position is not adequate on either score. 

10 Q. 

11 

12 

13 A. 

14 

15 

16 

17 

THE STAFF DIRECT TESTIMONY USES CENTURYLINK-SUPPLIED DATA IN 

DIFFERENT ANALYTICAL VIEWS TO REACH A DETERMINATION UNDER 

RULE 1108. WHAT IS YOUR CRITICISM OF THAT? 

Mr. Brigham has thoroughly addressed the points that the Staff has taken a too narrow view 

of how our Application for competitive classification should be analyzed under Rule 1 108, 

and that the Staff has misapplied the rule. What I want to point out is that the Staff, by 

focusing on its selected data sets and analytical devices has missed the big picture. It’s a 

classic case of not being able to see the forest because of the trees. 

18 

19 

20 

21 

22 

Q. WHAT WOULD YOU LIKE THE COMMISSION TO UNDERSTAND ABOUT 

COMPETITION FOR LOCAL TELECOM SERVICES? 

As I mentioned, I work side-by-side with the people who manage the CenturyLink business 

in Arizona. I sit in on their strategy meetings, their planning meetings, their operational 

meetings, and their results reviews meetings. I would like for the Commission to 

A. 
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19 

20 

21 

22 

understand, and I am testifying here today, that the effect of competition from Cox and the 

CLECs, and the effect of competition from new technologies such as voice over internet, 

and the effect of competition from wireless, is a core consideration in every phase of the 

business. 

When I say that competition is at the core of management’s daily concerns, that is 

something which can’t be shown on a chart or on a page of numbers on hearing exhibits. 

You would naturally expect that marketing, pricing, and branding are of course strongly 

shaped by the competitive forces, and I can promise you that they are indeed. The design 

of product offers and the rates are constantly evaluated to compete, and you should be able 

to confirm the intensity of the competition just by reflecting on all of the advertising you 

see. We are not just talking about rates either. Our installation and service practices are 

strongly shaped by competitive forces. And, our staffing decisions are very strongly 

shaped by competitive forces. For the past ten years or so, we have literally lost nearly 

two-thirds of our access line customers, and almost in direct proportion our workforce has 

shrunk. All of this has happened while we do our utmost to keep up our proud tradition of 

public service and good corporate citizenship. 

While I appreciate Staffs efforts to try to find a solution to the onerous regulatory 

environment which presently exists, they did not go far enough. I fail to understand how 

the Staff could reach a conclusion that the market is only “emerging” competitive, given 

the stark data which has been submitted by CenturyLink and given the other confidential 

data regarding competition which I assume is available to Staff but not available to 

CenturyLink. 
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A common sense and practical analysis of the data leads inescapably to the conclusion that 

there is robust competition in the market for voice services in Arizona and that this market 

is fully competitive, certainly enough to meet the standards of Rule 1108. As 

demonstrated, CenturyLink total access lines declined 54% between 2001 and 2010 and, as 

Mr. Brigham stated in his rebuttal testimony, this trend continues with CenturyLink losing 

another 10% of its access lines in Arizona in 201 1. (Brigham Rebuttal Testimony, p. 15). 

CenturyLink’s access lines are declining because people have competitive alternatives and, 

unfortunately for our business, are exercising such alternatives. Even casual observers of 

the Arizona voice market understand that customers are increasingly moving to wireless 

service and disconnecting their wireline service completely and that cable competition is 

fierce. Today 30% of former landline customers have cut the cord, there are almost twice 

as many wireless connections as wireline in Arizona and Cox and other cable providers 

compete vigorously with CenturyLink in nearly all of its serving area. It is the availability 

of such competitive choice, where customers can freely move to a competitor, that 

constrains CenturyLink’s market power and prices. The decision makers at CenturyLink 

make decisions everyday reflecting this fierce competitive marketplace. 

Yet despite the uncontroverted evidence that CenturyLink’s share of the market is 

declining rapidly because of the success of competitors in taking customers, the Staff still 

claims that the voice market is not yet competitive. It is incomprehensible to understand, 

given the loss of nearly two-thirds of our access lines in Arizona, with no indication that 

this trend might be reversed, how a market could be characterized as “emerging 

competitive.” It is disappointing that the Staff doesn’t see that things have deteriorated 

enough for us to be treated like our competitors. I have to ask the Commission: If you take 

the Staffs analysis, at what point is decline of this company enough for you? 
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Any concern about consumers being harmed by a grant of our request is misplaced. I can 

tell you that any fear that we are going to steeply jack up our rates is completely irrational. 

If we did, more customers would simply walk. Market-based decisions at CenturyLink 

must and do reflect the reality of a competitive marketplace. 

Q. THE STAFF TESTIMONY PROVIDES A NEW CATEGORY CALLED 

“EMERGING COMPETITIVE” AND GIVES CENTURYLINK THREE YEARS OF 

NEW MAXIMUM RATES. DOESN’T THAT GIVE YOU REGULATORY 

TREATMENT EQUAL TO YOUR COMPETITORS? 

No, the Staff testimony clearly does not offer regulatory parity. First of all, the 

Commission regulates the rates for wireline companies, and does not regulate the rates of 

wireless providers or voice over internet providers. The Commission is regulating a 

steadily decreasing part of the telecom industry. At some point the Commission must 

come to grips with that fact. Now, however, the Commission can take a stand by deciding 

A. 

that it won’t continue to compound the problem by regulating some wireline companies 

differently from others. 

The Staffs approach perpetuates the disparate treatment between CenturyLink and Cox (to 

use the most visible competitor as an example). By tagging CenturyLink as “emerging” 

competitive, but making us come back after three years to essentially file this case all over 

again, CenturyLink is being put on probation. The worst part is that if we compete 

effectively and win more customers than we have now, and Staff conducts the same kind of 

analysis in three years that it has in this case, the strong possibility exists that such 

probation would be revoked. 
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It is simply unfair and inequitable to treat CenturyLink in such a manner when ow 

competitors have no such restrictions or constraints placed upon them. Our mantra has 

been from the beginning that we should not be regulated more onerously that our 

competitors. The regulatory framework in this State should not exacerbate inequalities in 

the market place. A level playing field should be created where all competitors can freely 

compete for customers. The time has come for the Commission to recognize that the 

market has drastically changed, that competition is robust and that singling out 

CenturyLink for more onerous regulatory treatment than any other competitor in the 

marketplace is not justified. Since the Staff proposal does not result in regulatory parity, I 

urge the Commission to reject it and to grant CenturyLink’s Rule 1108 petition in its 

entirety 

Q. 

A. Yes. 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY. 



CENTURYLINK 
20 E. Thomas Rd., Fir. 
Phoenix, AZ 85012 
Telephone: (602) 630-2187 
Facsimile: (303) 383-8484 
Norm.curtright@centurylink.com 
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V i  Email and US. Postal Service 

March 23,2012 

Joan S. Burke 
Law Offices of Joan S. Burke 
1650 North First Avenue 
Phoenix, Arizona 85003 

Re: Docket No. T-01051B-11-0378 
Qwest Corporation d/b/a CenturyLink-QC 
First Set of Data Requests upon tw telecom of arizona llc 

Dear Ms. Burke: 

Enclosed herein is Qwest Corporation d/b/a CenturyLink-QC's First Set of Data Requests 
upon tw telecom of Arizona Ilc. Responses are due in ten (1 0) days. 

Please contact me if you have any questions concerning the enclosed. Thank you for 
your assistance in this matter. 

Sincerely, 

By: W 
Norman G. Curtright 
Associate General Counsel 
20 E. Thomas Rd. 
Phoenix, Arizona 85012 
Attorney for CenturyLink 

cmb 
Enclosure 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

In Re: Docket No. T-01051B-11-0378, In the Matter of the Application of Qwest 
Corporation d/b/a CenturyLink QC (“CenturyLink”) to Classify and Regulate 
Retail Local Exchange Telecommunications Services as Competitive and to 
Classify and Deregulate Certain Services as Non-Essential. 

Owest Corporation d/b/a CentuwLink-OC’s 
First Set of Data Requests to tw telecom of arizona llc (“tw 

telecom” 

GENERAL INSTRUCTIONS AND DEFINITIONS 

1. Please send responses as soon as possible, as they are completed rather than waiting until all 
responses are complete. Please transmit each response (text and attachments) by electronic 
format via email and one hard copy by first class mail to Qwest Corporation d/b/a CenturyLink- 
QC (“CenturyLink-QC”): 

Norman G. Curtright 
CenturyLink Associate General Counsel 
CenturyLink-QC 
20 East Thomas Road, First Floor 
Phoenix, Arizona 85012 
norm.curtright@centurvlink. com 

Additionally please provide only an emailed complete electronic version (or hard copies if 
electronic versions are not available) directly to each of the following addresses: 

Reed Peterson 
Director Public Policy 
CenturyLink-QC 
20 East Thomas Road, First Floor 
Phoenix, Arizona 85012 
Reed.Deterson@centurylink.com 

If email transmittal of responses cannot be accomplished, please provide the responses to each 
by expedited, next-day air delivery. 

2. Please respond fully to each data request on a separate page(s), reiterating first the question 
being addressed. For each response indicate the date the response was prepared and provide the 
name(s), title(s)/position(s), organization(s) and telephone number(s) of the individual who 
prepared the response and identify the sponsoring witness, if different than the preparer(s). If a 

mailto:Reed.Deterson@centurylink.com


request has separate parts, a complete response is requested for each. The requested idormation 
should be provided in native, executable (searchable) format (e.g., Excel, Word) to the extent 
possible. 

3. The attached document and information requests call for all information which relates to the 
subject matter of the requests, and which is known or available to the recipient, tw telecom or its 
affliates. 

4. All responses to these requests should be amended when tw telecom or affiliates, whether 
officers, employees, agents, representatives, attorneys or their consultants in this proceeding, 
obtain (or become aware of) information upon the basis of which it is (a) determined the original 
response was incorrect when made, or (b) known the original response was correct when made 
but is no longer accurate. These requests are continuing in nature so as to require supplemental 
responses in light of such pertinent facts, documents, or revised, updated or additional 
information. The respondents to these data requests are asked to promptly supplement their 
responses to the extent they become aware of information that makes any response inaccurate or 
incomplete, 

5. If the idormation is not available in the precise form requested, please provide the available 
information that best meets the request, and note the variance in the response. 

6.  The term “tw telecom” means tw telecom of arizona llc (“tw telecom”). 

7. With respect to data requests which reference, or seek the production or identification of 
documents, the term “document” should be construed in the broadest possible sense and means 
any tangible thing, recording and reproduction, whether visual, auditory, electronic or digital, 
whether in fmal or draft form, in tw telecom’s (whether Secretaries, directors, officers, 
employees, servants, agents, representatives, attorneys or their consultants in this proceeding, 
whether former or current) possession, control, or custody, including, without limiting the 
generality of its meaning, any correspondence, email, pleadings, reports, depositions, personal 
memoranda, memoranda to files, memoranda (whether intra- or inter- office), drawings, prints, 
graphs, charts, photographs, phonographs, notes, studies, valuations, analyses, reports (whether 
expert or otherwise), reviews, working papers, books, notes, telegrams, pamphlets, video or 
audio tapes, voice or digital recordings, computer tapes, memory, printouts, cards or information 
stored in a computer, microfilms, microfiches, and any papers or items on which words have 
been written, printed, typed, or otherwise affixed, and shall mean a copy when the original is not 
in the possession, control, or custody of tw telecom, and shall mean every copy of every 
document when such a copy is not an identical copy of an original. 

8. If tw telecom does not understand, is unable to answer, believes either the request too 
burdensome or the response too voluminous to produce, or objects to any request 
transmitted herein, please have tw telecom’s counsel contact CenturyLink’s counsel at the 
earliest convenience so that an attempt to achieve a reasonable accommodation may be 
made. 

2 



9. If any document covered by these requests is withheld, the response should identify each such 
document and the reasons constituting the basis for withholding the document. 

10. In the event there is an objection to any data request, each objection should be timely 
communicated in writing, specifying fully the nature and all underlying rationale of each such 
objection. 

REOUESTS 

1. 
and terms and conditions for sale of telecommunications services in Arizona into different 
categories according to customer type, geographic location, product type and availability of 
competitive alternatives. Describe tw telecom’s segmentation and how it differentiates its 
practices and offerings for each. 

State whether tw telecom segments its (i) marketing, (ii) sales, (iii) products, (iv) prices 

2. State how many customers tw telecom has in each segment described in 1-1, in Arizona. 

3. 
variations from filed rates. A complete answer will include whether tw telecom prices the same 
services differently to different customers, or in different locales, in Arizona. 

Without limitation of the response to 1-1, please state tw telecom’s practices regarding 

4. Without limitation of the responses to 1-1 and 1-3, please state tw telecom’s practices 
regarding variations from filed rates when there are competitive alternatives available to the 
target customer. With respect to pricing differentiations when competitive alternatives exist, 
identify and describe the competitive alternatives situations tw telecom encounters in Arizona, 
including in such description for each situation (i) the customer types involved, (ii) the 
geographic locations involved, (iii) the product types involved, and (iv) the competitors 
involved. 

5. 
including 2007 and the present in which the pricing of telecommunications services of the 
following providers are studied, analyzed, compared or included, with respect to Arizona: 
AT&T, XO Communications, Level 3,360 Networks, Verizon, Integra, and Cox. 

Produce competitive studies or analyses conducted by or for tw telecom between and 

6.  
provided in Arizona that were bid by tw telecom Erom and including 2005 and the present, and 
indicate for each whether tw telecom was awarded a contract. 

List the DoD/FEA competitive procurements for telecommunications services to be 

7. 
telecom filed rates for those services. 

For each bid listed in 1-6 provide a comparison of the prices bid on each service to the tw 

8. 
including 2007 to the present? 

How many contracts has tw telecom filed under A.A.C. R14-2-1115(C)3 from and 

3 



9 State tw telecom's interpretation and practice regarding whether A.A.C. R14-2-1115(C)3 
compels it to make a filing under that rule each and every time tw telecom sells to a customer at 
a price that is different from the current price levels on file pursuant to the requirements of 
A.A.C. R14-2-1109(B). 

RESPECTFULLY SUBMITTED this 23'* day of March, 201 2. 

QWEST CORPORATION d/b/a/ 
CEN"RYLINK - QC 

By: 
Norman G. Curtright 
Associate General Counsel 
20 E. Thomas Rd. 
Phoenix, Arizona 85012 
Attorney for CenturyLink 
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Law Office of Joan S. Burke 
1650 North First Avenue 
Phoenix, AZ 85003 
Phone: 602-535-0396 
joan"igsburke1aw .coni 

April 6 ,  20 12 

VIA- EMAIL and U.S.P.O. 

Mr. Norman G. Curtright 
CenturyLink Associate General Counsel 
Century-Link-QC 
20 E. Thomas Road, First Floor 
Phoenix, AZ 85012 

RE: tw telecom Response to First Set of Data Requests from Qwest Corporation 
ACC Docket No. T-01051B-11-0378 

Dear Norm: 

Attached please find tw telecom's responses to Qwest's First Set of Data Requests in 
ACC Docket No. T-01051B-11-0378. 

Sincerely, 

J <5jf-- n S. Burke 

cc: Mr. Reed Peterson, electronic copy only. 



BEFORE THE ARIZONA CORPORATION COMMISSION 
QWEST CORPORATION’S d/b/a CENTURYLINK-QC’S 

FIRST SET OF DATA REQUESTS TO 
tw telecom of arizona llc (“TWTC”) 

Response: April 6,2012 
IN RE D O C m T  NO. T-01051B-11-0378 

Data Request No. CTL-TWTC-1 

State whether tw telecom segments its (i) marketing, (ii) sales, (iii) products, (iv) prices and 
terms and conditions for sale of telecommunications services in Arizona into different categories 
according to customer type, geographic location, product type and availability of competitive 
alternatives. Describe tw telecom’s segmentation and how it differentiates its practices and 
offerings for each. 

Response: 

tw telecom objects to this Request on the grounds that it is overbroad, vague and not reasonably 
calculated to lead to the discovery of admissible evidence in this proceeding. tw telecom does 
not have the incumbent provider advantages enjoyed by Qwest and thus is not in a position to 
use market power to harm competition. tw telecom does not segment its customers into 
categories by geographic location, product type, or availability of competitive alternatives. tw 
telecom does segment its customers by type into three categories: Enterprise, Communication 
Services Provider, and Public Sector. 

Data Request No. CTL-TWTC-2 

State how many customer tw telecom has in each segment described in 1 - 1, in Arizona. 

Response: 

tw telecom objects to this Request on the grounds that it is overbroad, vague and not reasonably 
calculated to lead to the discovery of admissible evidence in this proceeding. 

Data Request No. CTL-TWTC-3 

Without limitation of the response to 1 - 1, please state tw telecom’s practices regarding variations 
from filed rates. A complete answer will include whether tw telecom prices the same service 
differently to different customers, or in different locales, in Arizona. 

Response: 

tw telecom objects to this Request on the grounds that it is not relevant to the subject matter of 
this action and is not reasonably calculated to lead to the discovery of admissible evidence in this 



proceeding. tw telecom’s practices with regard to pricing and tariff filings are not the subject of 
this proceeding. 

Data Request No. CTL-TWTC-4 

Without limitation of the responses to 1-1 and 1-3, please state tw telecom’s practices regarding 
variations from filed rates when there are competitive alternatives available to the target 
customer. With respect to pricing differentiations when competitive alternatives exist, identify 
and describe the competitive alternative situations tw telecom encounters in Arizona, including 
in such description for each situation (i) the customer types involved, (ii) the geographic 
locations involved, (iii) the product types involved, and (iv) the competitors involved. 

Response: 

tw telecom objects to this Request on the grounds that it is not relevant to the subject matter of 
this action and is not reasonably calculated to lead to the discovery of admissible evidence in this 
proceeding. tw telecom’s practices with regard to pricing and tariff filings are not the subject of 
this proceeding. Further, some aspects of the tw telecom pricing practices are confidential and 
contain commercially sensitive information. The release of such information to tw telecom’ s 
competitors would cause irreparable competitive harm to tw telecom. 

Data Request No. CTL-TWTC-5 

Produce competitive studies or analyses conducted by or for tw telecom between and including 
2007 and the present in which the pricing of telecommunications services of the following 
providers are studied, analyzed, compared or included, with respect to Arizona: AT&T, XO 
Communications, Level 3, 360 Networks, Verizon, Integra, and Cox. 

Response: 

tw telecom objects to this Request on the grounds that it is not relevant to the subject matter of 
this action and is not reasonably calculated to lead to the discovery of admissible evidence in this 
proceeding. Without waiving this objection tw telecom states that it has not conducted, or had 
conducted, any such analysis, study or comparison in Arizona. 



Data Request No. CTL-TWTC-6 

List the Dod/FEA competitive procurements for telecommunications services to be provided in 
Arizona that were bid by tw telecom from and including 2005 and the present, and indicate for 
each whether tw telecom was awarded the contract. 

Response: 

tw telecom objects to this Request on the grounds that it is not relevant to the subject matter of 
this action and is not reasonably calculated to lead to the discovery of admissible evidence in this 
proceeding. Without waiving this objection, tw telecom responds as follows: tw telecom made 
no responsive bids for Dod/FEA telecommunications services in Arizona. 

Data Request No. CTL-TWTC-7 

For each bid listed in 1-6 provide a comparison of the prices bid on each service to the tw 
teleocm filed rates for those services. 

Response: 

Please see response to CTL-TWTC 6 above. 

Data Request No. CTL-TWTC-8 

How many contracts has tw telecom filed under A.A.C. R14-2-1115(C)3 from and including 
2007 to the present. 

Response: 

tw telecom objects to this Request on the grounds that it is not relevant to the subject matter of 
this action and is not reasonably calculated to lead to the discovery of admissible evidence in this 
proceeding. Without waiving this objection, tw telecom responds as follows. Considerable 
confusion exists regarding what contracts must be filed with the Commission under R14-2- 
1 115(c)(3). On its face, the rule is extraordinarily broad and ambiguous. Historically, R14-2- 
1 1 15(c)(3) has not been interpreted by ACC Staff to require competitive carrier contract filings. 
If every “contract” signed by every carrier in Arizona were filed with the Commission the 
Commission would be inundated with paper. A carrier’s obligation under this rule is at issue in 
two dockets that are now pending before the Commission: See In the Matter of the Application 
of Cox Arizona Telecom, LLC for an Exemption Jiom Commission Rule A.A. C. R1 4-2-1 115. C. 
(Docket No. T-03471A-11-0256); and In the Matter of the Investigation of the Cost of 
Telecommunications Access (Docket No. T-0000D-00-0672). tw telecom is monitoring these 
dockets and will conform its filing practices to any directive fiom the Commission on the 
subject. tw telecom will continue to provide contracts to the Commission upon request. 



Data Request No. CTL-TWTC-9 

State tw telecom’s interpretation and practice regarding whether A.A.C. R14-2-1115(C)3 
compels it to make a filing under that rule each and every time tw telecom sells to a customer at 
a price that is different from the current price levels on file pursuant to the requirements of 
A.A.C. R14-2-1109(B). 

Response: 

Please see tw telecom’s response to CTL-TWTC-8. 

4810-8039-2975, V. 1 
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IN THE MATTER OF THE APPLICATION OF 

QC (“CENTURYLJNK”) TO CLASSIFY AND 
REGULATE RETAIL LOCAL EXCHANGE 
TELECOMMUNICATIONS SERVICES AS 
COMPETITIVE, AND TO CLASSIFY AND 

ESSENTIAL 

QWEST CORPORATION D/B/A CENTURYLINK- 

DEREGULATE CERTAIN SERVICES AS NON- 

DOCKET NO. T-01051B-11-0378 

NOTICE OF FILING OF TESTIMONY 

CenturyLink hereby files the attached Testimony of Jerry Fenn in Support of the 

Settlement Agreement between CenturyLink, the Arizona Corporation Commission Utilities 

Division Staff, the Residential Utility Consumer Ofice, and the Arizona Investment Council, 

filed on May 17,2012 in the above captioned proceeding. 

SUBMITTED, this 25th day of May, 2012, 

QWEST CORPORATION d/b/a 

Associate GeneraiCounsel v 
20 E. Thomas Road, 1st Floor 
Phoenix, Arizona 85012 
Telephone: (602) 630-2187 
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:his 25th day of May, 2012, with: 

Docket Control 
4RIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Copy of the foregoing sent via e-mail and 
U.S. Mail this 25th day of May, 2012, to: 

Janet F. Wagner, Assistant Chief Counsel 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Maureen A. Scott, Senior Staff Counsel 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

August H. Ankm 
1520 Spruce Street, Suite 306 
Philadelphia, PA 19 102 

Joan S. Burke 
Law Office of Joan S. Burke 
1650 North First Avenue 
Phoenix, AZ 85003 

Patrick L. Phipps 
3504 Sundance Drive 
Springfield, IL 6271 1 

Scott Hesla, Staff Counsel 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Daniel Pozefsky 
RUCO 
11 10 West Washington, Suite 220 
Phoenix, AZ 85007 

Stephen S. Melnikoff, General Attorney 
Regulatory Law Office (JALS-RLAP) 
Office of the Judge Advocate General 
U. S. Army Legal Services Agency 
9275 Gunston Road 
For Belvoir, VA 22060-5546 

Gary Yaquinto, President & CEO 
Arizona Investment Council 
21 00 North Central Avenue, Suite 2 10 
Phoenix, AZ 85004 

Daniel D. Haws I1 
OSJA 
Attn: ATZS-JAD 
USA Intelligence Center & Fort Huachuca 
Fort Huachuca, AZ 85613-6000 
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I. IDENTIFICATION OF WITNESS 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS FOR THE RECORD. 

My name is Jerry Fenn. My business address is 250 Bell Plaza, Salt Lake City, Utah. 

WHAT IS YOUR ROLE AT CENTURYLINK? 

I am the Regional VP of Public Policy, for eight western states. Those states are Arizona, 

California, Idaho, Montana, New Mexico, Oregon, Utah, and Washington. In that role, I 

am responsible, among other things, for compliance with Federal and state 

telecommunications regulatory requirements. 

ARE YOU THE SAME JERRY FENN WHO FILED REBUTTAL TESTIMONY IN 

THIS DOCKET? 

Yes. 

11. PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to demonstrate that the settlement agreement with 

Commission Staff, RUCO and AIC in this proceeding (hereafter referenced as the 

"Settlement Agreement") is in the public interest and should be approved by the 

Commission. Exhibit JF-S1 to my testimony is copy of the Settlement Agreement, which 

was filed in this docket on May 17,2012. 
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111. STANDARD OF REVIEW 

Q. 

A. 

WHAT STANDARD OF REVIEW IS APPLICABLE IN THIS PROCEEDING? 

The standard of review is set forth in A.A.C. R14-2-1102(4), which defines a competitive 

service as follows: 

"Competitive Telecommunications Service." Any telecommunications service where 
customers of the service within the relevant market have or are likely to have reasonably 
available alternatives. 

Q. 

A. 

HAVE THE REVIEW STANDARDS BEEN MET? 

Yes. The information provided by CenturyLink in its Application, as well as in its Direct 

and Rebuttal testimony, provides ample support for a finding that customers have 

reasonably available alternatives to the services provided by the Company. Additional 

information and analysis provided by Staff, RUCO, and AIC also support this finding. 

Clearly the evidence in the case compels the conclusion that there is robust competition in 

the market for voice services in Arizona and that this market is fully competitive, certainly 

enough to meet the standards of Rule 1108. As demonstrated, CenturyLink's total access 

lines declined 54% between 2001 and 2010 and, as Mr. Brigham stated in his rebuttal 

testimony, tlm trend continues with CenturyLink losing another 10% of its access lines in 

Arizona in 2011. (Brigham Rebuttal Testimony, p. 15). CenturyLink's access lines are 

declining because people have competitive alternatives and, unfortunately for our business, 

are exercising such alternatives. Even casual observers of the Arizona voice market 

understand that customers are increasingly moving to wireless service and many are 

disconnecting their wireline service completely. Today 30% of former landline customers 

have cut the cord and there are almost twice as many wireless connections as wireline in 
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CenturyLink 
Settlement Testimony of Jerry Fenn 
May 25,2012, Page 3 

Arizona. Cable competition is fierce as Cox and other cable providers compete vigorously 

with CenturyLink in nearly all of its serving area. It is the availability of such competitive 

alternatives, where customers can freely move to a competitor, that constrains 

CenturyLink’s market power and prices. The decision makers at CenturyLink must take 

this fierce competitive marketplace into account in the decisions that they make on a daily 

basis. Approval of CenturyLink’ s Application is fully warranted. 

The Settlement Agreement provides a procedural vehicle by which the Commission can 

expeditiously conclude that a competitive determination should be made for CenturyLink 

under Rule 1108, with the assurance that the State’s public interest representatives, RUCO 

and the Commission Staff, are fully in agreement, while saving the time and expense of 

further litigation. 

IV. OPEN NEGOTIATION PROCESS 

Q. PLEASE DESCRIBE THE NEGOTIATIONS WHICH LEAD TO THE 

SETTLEMENT AGREEMENT. 

The negotiations were open to all interested parties in the proceeding and consisted of five 

separate sessions. All interveners were invited to participate in the negotiations and had a 

representative either on the telephone or in person during the negotiations. Each of the 

parties was afforded an opportunity to present their position on the application and make 

recommendations on issues that were of concern to them. The final agreement represents a 

compromise of the various parties’ positions. 

A. 



Arizona Corporation Commission 
Docket No. T-01051B-11-0378 
CenturyLink 
Settlement Testimony of Jerry Fenn 
May 25,2012, Page 4 

1 

2 

3 Q. 
4 

5 A. 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 Q. 

17 A. 

18 

19 

20 

21 

22 

23 

V. THE SETTLEMENT AGREEMENT FURTHERS THE PUBLIC 

INTEREST 

PLEASE EXPLAIN WHY THE SETTLEMENT WITH COMMISSION STAFF, 

RUCO AND AIC FURTHERS THE PUBLIC INTEREST. 

The Settlement Agreement is in the public interest because it recognizes the changes that 

have occurred in the telecommunications market in Arizona since the passage of the 96 

Telecom Act. These changes have resulted in most consumers and businesses in Arizona 

having multiple alternatives for obtaining telecommunications services. Given the 

presence of these alternatives, it is no longer necessary to regulate CenturyLink-QC 

differently from its competitors. The Settlement Agreement provides CenturyLink-QC 

with the ability to set streamlined maximum rates under A.A.C. R14-2-1110 and to react 

quickly in the marketplace with the ability to change its actual rates under R14-2-1109. 

The agreed upon conditions provide additional assurances to the Commission and Arizona 

consumers that the transition from the cost-of-servicehate-of-return style of regulation to 

regulation under the Commission’s competition rules will not have been made prematurely, 

PLEASE SUMMARIZE YOUR RECOMMENDATION TO THE COMMISSSION. 

I recommend that the Commission approve the Settlement Agreement because it enhances 

the benefits of competition to Arizona consumers, and meets the primary objective 

CenturyLink had for filing the Application-to secure regulatory parity with our primary 

wireline competitors. Prices will be set in an environment where success is determined by 

how effective a company is in meeting the demands of the marketplace in terms of 

managing its costs, as well as the variety of services and the quality of service it provides. 

The Settlement Agreement will result in a company that is better able to compete because it 
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1 

2 

3 

will no longer be regulated differently from how its competitors are regulated. The 

elimination of the uncertainty surrounding CenturyLink’ s regulated status and the increased 

pricing flexibility available as a competitive carrier will provide more confidence to the 

4 company as it continues to make investments in the network and provide employment 

5 opportunities for the citizens of the state. 

6 WERE THE CONDITIONS AGREED TO IN THE SETTLEMENT AGREEMENT 

7 NECESSARY IN ORDER TO MEET THE REQUIREMENTS FOR THE 

8 APPROVAL OF THE APPLICATION IN ARIZONA AS SET FORTH IN A.A.C. 

Q. 

9 R14-2-1108? 

10 We believe we made our case prior to entering the settlement. The evidence in this docket 

11 supports an unqualified and unconditional finding of competitive classification for 

12 CenturyLink-QC’s services. However, we also believe that the conditions in the 

A. 

13 

14 

15 

Settlement Agreement are not unreasonable, particularly since the conditions are limited in 

duration and scope. In the end, we concluded that we could accept those conditions in 

exchange for the relative certainty of the result embodied in the Settlement Agreement. 

16 The Settlement Agreement declares CenturyLink’s services to be competitive under Rule, 

17 1108, with conditions. Staffs litigation position, which recommended a new classification 

18 referred to as “emerging competitive,” was well meaning and by all appearances intended 

19 to recognize the extent of competition that CenturyLink faces in Arizona. Many of the 

20 recommendations made by Staff in connection with its “emerging competitive” 

21 classification would have moved CenturyLink closer towards parity in regulation with its 

22 competitiors. However, this classification is not something currently found in the 

23 Commission’s rules, which raised concerns among some of the parties The Settlement 
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Agreement captures many of the recommendations fiom Staffs Direct Testimony, but in a 

way that we believe is more consistent with the rules, more defensible, and which more 

accurately reflects the true nature of the telecom market in Arizona. RUCO also strongly 

supported an unconditional finding that CenturyLink’ s services are competitive under rule 

1108, provided that certain safeguards are put in place. The limits on Rule 11 10 and Rule 

1109 increases provided for in the Settlement Agreement are consistent with the safeguards 

proposed by RUCO. 

The Settlement Agreement applies to all CenturyLink service areas, which we believe was 

justified by our evidence. At the same time, it protects against the fear of price gouging 

that others in the docket had concern could occur in those few areas where competition is 

not as intense as it is in the urban areas. That protection is accomplished by the condition 

which requires CenturyLink to charge statewide uniform rates (Section 2.2.e.) for at least 

three years. This is not an unreasonable condition in our view, since CenturyLink’s 

practice is not to engage in pricing differentiations whch could be construed as price 

gouging. 

The Settlement Agreement guards against the possibility of “rate shock” by limiting the 

increases CenturyLink may request for residential services and small and medium business 

services for three years (Section 2.2.a. and 2.2.b.). 

The Settlement Agreement provides in Section 2.4 a process which will enable 

CenturyLink to show, in a streamlined way, that the competitive circumstances which 

prevail now have not receded and, upon such a showing, be relieved of the conditions. 

That streamlined showing will look at the most critical facts as they exist three years in the 
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future-the penetration of wireless in the state and the trend of customers replacing their 

landline voice service with wireless service-as well as broadband availability, which will 

enable voice-over-internet growth. 

The conditions and the process for elimination of the conditions are safeguards imposed in 

addition to the safeguards already embedded in the Commission’s rules. The 

Commission’s rules already provide for Commission approval of every maximum rate 

increase, and we are certain that the Commission would not approve of price gouging. 

Also, the Commission rules already provide for revocation of competitive designation, if 

circumstances have changed. However, the enumerated conditions in the Settlement 

Agreement are not unreasonable, and provide a streamlined way for CenturyLink to 

eliminate the conditions after three years by verifying that the competitive landscape 

continues. 

CAN YOU SUMMARIZE HOW THE PROPOSED TRANSACTION IS EXPECTED 

TO BENEFIT ARIZONA CUSTOMERS, AND WHY IT SATISFIES THE 

ARIZONA STANDARD OF REVIEW WITHOUT ADDITIONAL CONDITIONS? 

Yes. The benefits of granting competitive classification for CenturyLink’s services in 

Arizona are addressed in the direct and rebuttal testimony filed in the docket. 

These benefits include: 

0 By reducing unneeded regulatory burdens, CentwyLink will be able to be more 

responsive to customer demand and competitive market conditions. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Arizona Corporation Commission 
Docket No. T-01051B-11-0378 
CenturyLink 
Settlement Testimony of Jerry Fenn 
May 25,2012, Page 8 

0 CenturyLink will be better positioned to bring products, services, and targeted 

offers and promotions to the market with greater speed and effectiveness. 

0 Prices for all services will reflect market conditions rather than the application of 

historical monopoly pricing models. 

0 There will be parity in how CenturyLink-QC is regulated in relation to Cox and 

others who are subject to this Commission’s jurisdiction. 

Q. HOW DO YOU RECOMMEND THE COMMISSION VIEW THE PROPOSED 

SETTLEMENT AGREEMENT? 

The Commission should view the Settlement Agreement as a proper and expeditious 

procedural vehicle upon which it may formally recognize that the telecom voice market is 

competitive, and that CenturyLink should be regulated as a competitive provider, at parity 

with Cox and other CLECs.. 

A. 

The Settlement Agreement provides additional assurances justifying swift approval. The 

settling parties include the Staff, and RUCO, representing consumers and the general 

public; and also the Arizona Investors Council, representing the investment community. 

Although the DoD/FEA and tw telecom have chosen not to sign the Settlement Agreement, 

they participated in all settlement discussions and have stated that they do not oppose the 

agreement. The Commission may infer that whatever concerns these parties may have 

expressed previously have been substantially, if not completely addressed by the 

Settlement Agreement. 

The Commission may also take notice that every customer received notice of the 

Application, in two different ways. First, a legal notice was published pursuant to the 
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Commission’s order, and a second notice was included in each customer’s bill. The 

DoDREA was the only retail customer to intervene. 

Further, CenturyLink directly notified every wholesale customer, including but not limited 

to very large competitors such as Cox, AT&T, and Verizon. tw telecom, inc. was the only 

telecommunications service provider to intervene, and that intervention was not in 

opposition. 

From these facts the Commission should rightfully discern that consumers, businesses, the 

investment community, and the telecommunications industry do not have significant 

concerns about the proposed relief. Indeed, given the lack of objections and concerns and 

the state of the competitive market, the conclusion is justified that the relief CenturyLink 

seeks in thls Docket is non-controversial and completely warranted. 

Q. FOCUSING SPECIFICALLY ON THE PROCESS ASSOCIATED WITH THE 

SETTLEMENT AGREEMENT, HOW WAS THIS AGREEMENT REACHED? 

Following a meeting with Staff in late March, which included a discussion of the March 

16, 2012 Direct Testimony filed by the various parties, CenturyLink decided to initiate 

settlement discussions and Staff and RUCO agreed, in order to see if a settlement could be 

reached, or in the alternative, to determine if the number of issues for consideration at the 

hearing could at least be narrowed. On March 29, 2012, Staff filed a notice of settlement 

discussions in the docket and on March 30th, CenturyLink docketed a Notice of Settlement 

Discussions inviting all parties to the first settlement meeting on April 5th, 2012. A 

subsequent settlement meeting was held on April 9*, following which discussions were 

suspended due to what appeared at the time to be irreconcilable positions of the parties. 

A. 
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However, at the beginning of the 2"d day of the hearing on May lSt, the parties met during a 

brief recess and agreed to resume discussions. Subsequent settlement meetings took place 

on May 2"d, May 3rd, and May gth, at whch time an agreement in principle was reached. 

This agreement was later memorialized by the proposed Settlement Agreement filed in the 

docket. 

Q. SHOULD THE COMMISSION BE CONCERNED THAT THE THE DODLFEA 

AND tw telecom DID NOT AGREE TO THE SETTLEMENT AGREEMENT? 

No. Although neither of these two parties chose to sign the agreement, they each stated at 

the conclusion of the settlement discussions that they would not oppose it. The clear 

inference of their position is that they are not opposed to approval of CenturyLink's 

application given the conditions of the Settlement Agreement. 

A. 

Q. PLEASE PROVIDE AN OVERVIEW OF THE PROPOSED SETTLEMENT 

AGREEMENT? 

The Proposed Settlement Agreement would grant CenturyLink's petition for competitive 

classification of its services under Rule 1 108 with the following conditions: 

A. 

1. For a period of 3 years from the date of approval, any request to increase maximum 

rates for residence, small business, and medium business customers would be limited to 

25% over current rates. 

2. For a period of 3 years from the date of approval, any filing under R14-2-1109 to 

increase actual rates would be limited to 10% annually for residence customers and 

15% annually for small and medium businesses. 
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3. Staff will not contest any filings by CenturyLink in connection with items 1 and 2 

above, but no other party is constrained from opposing a filing made in connection with 

Rule 1110. 

4. Enterprise services, and services previously found to be competitive under Rule 1108 

shall not be subject to any of the previously stated conditions. 

5. CentwyLink agrees to charge statewide uniform rates for its services for a period of 3 

years and thereafter until such time as it is granted Commission approval to deaverage 

rates in a filing pursuant to Rule 1 1 10. 

6. 30 months following approval of the Settlement Agreement, CenturyLink may make a 

filing which demonstrates that competition for voice services in Arizona is the same or 

greater than the levels in existence at the time of the filing of the Application in this 

docket. The above conditions shall terminate six months following such a filing and 

subsequent verification by Staff. The criteria to be used in determining whether the 

level of competition is the same or greater are as follows: 

e The percentage of consumers who have no landline voice connection, as 
specified in the National Center for Health Statistics Report, shall be 30% 
or greater; 

0 Wireless connections, as set forth in the FCC’s Local Competition Report, 
shall represent 65% or greater of total voice connections in Arizona; and 

0 Access to VOIP providers shall be measured by xDSL broadband 
availability in Arizona, as set forth in the FCC Internet Access Services 
Report, and shall be 88% of households or greater. 

7. After the expiration of three years from approval of the Settlement Agreement, if 

CenturyLink does not make a showing described in No. 6 above, CenturyLink may 
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1 

2 

3 

4 

continue to seek changes pursuant to Rule 1110, unless the Commission makes a 

finding that its services are not competitive. However, the Commission may consider 

that the conditions in Paragraph 6 above have not been demonstrated in its evaluation 

of the Rule 110 filing. 

5 

6 

8. The Settlement Agreement recommends approval for the deregulation of 40 services, as 

recommended in Staffs direct testimony. 

7 

8 

9 

10 

11 

12 

9. CenturyLink shall not hereafter be required to make a rate case filing under Rule R14- 

2-103 unless the Commission makes a finding that its services are not competitive. 

Further, the procedures for setting rates established in the current Price Cap Plan will 

be superseded, but CenturyLink may continue to operate under the terms and 

conditions of service and the rates contained in the 2”d Price Cap order (Decision No. 

68604) until new rates are filed under either Rule 1 1 10 or 1 109. 

13 

14 

15 Settlement Agreement. 

10. All rates, terms, conditions and requirements now applicable to wholesale services in 

Arizona, including those under Basket 4 of the Price Cap Plan, are unchanged by the 

16 1 1. CenturyLink agrees to continue to comply with its Service Quality Plan Tariff. 

17 111. CONCLUSION 

18 Q. PLEASE SUMMARIZE YOUR RECOMMENDATION TO THE COMMISSSION. 

19 

20 

A. The Settlement Agreement provides an expedited process upon which the Commission 

may confidently rule that Centurylink’s services are competitive, thereby affording the 
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company long overdue regulatory parity for retail rate-setting. At the same time, the 

Settlement Agreement contains conditions which are in addition to the existing safeguards 

in the rules. Those conditions require a gradual phased-in approach for future retail rate 

increases that may be sought by Centurylink for residential and small and medium business 

customers for a period of three years. Further, the conditions provide a mechanism by 

which Centurylink can validate its competitive circumstances in the future, and thereby 

eliminate the conditions. Recognition of the competitive nature of the market in Arizona 

and the application of a rate-setting mechanism in competitive circumstances will help 

eliminate uncertainty and further bolster Centurylink’s commitment to being the premier 

provider in the state, continuing to meet the needs of our customers with modem 

telecommunications solutions. 

Q. 

A. Yes. 

DOES THIS CONCLUDE YOUR SETTLEMENT TESTIMONY. 
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Proposed Settlement Agreement 
Docket No.T-01051B-11-0378 

In the Matter of the Application of Qwest Corporation dba Century Link- 
QC to Classifj. and Regulate Retail Local Exchange Telecommunications 

Services as Competitive and to Classify and Deregulate Certain Services as 
Nonessential 

The purpose of this Settlement Agreement (“Agreement’? is to settle disputed issues related to 
Docket No. T-01051B-11-0378. This Agreement is entered into by the following entities: 

Arizona Corporation Commission Utilities Division (“’) 

Qwest Corporation dba Century Link-QC (“Century Link“) 

Residential Utility Consumer Office (‘RUCO’’) 

Arizona Investment Council (“MC”) 

These entities shall be referred to collectively as “Signatories;” a single entity shall be referred to 
individually as a “Signatory.” 

I. RECITALS 

1.1 

1.2 

1.3 

1.4 

1.5 

Century Link filed the application underlying Docket No. T-01051B-11-0378 on 
October 13,201 1. 

Subsequently, the Commission approved applications to intervene filed by 
RUCO, AIC, the Department of DefenseRederal Executive Agencies 
(“DoD/FEA”), and tw telecom of Arizona, LLC.. 

The Signatories conducted settlement discussions in this matter that were open, 
transparent, and inclusive of all parties to this docket who desired to participate. 

The terms of this Agreement are just, reasonable, fair, and in the public interest in 
that they, among other things, establish just and reasonable classifications for 
ratemaking purposes; resolve issues arising from this docket; and avoid 
unnecessary litigation expense and delay. 

The Signatories ask the Commission 1) to find that the terms and conditions of 
this Agreement are just, reasonable, and in the public interest; and 2) to approve 
the Agreement as written. 
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II. Competitive Classifications Approved Subject to Conditions 

In order to settle the principal disputed issues in this matter, the Signatories agree as follows: 

2.1 In connection with CenturyLink’s Rule 1108 Competitive Classification 
Application, services shall be considered to be competitive and in compliance 
with Rule 1108, subject to the conditions set forth in paragraphs 2.2, 2.3 and 2.4 
(“Competitive Classification Approved Subject to Conditions”). 

CenturyLink may file a proceeding under Rule 11 10 to increase its rates. 2.2 

a. For a period of three years from the date an order is entered by the Commission in 
this docket approving this agreement or otherwise resolving this petition (the 
“Order Approving Settlement”), CenturyLirik shall not be entitled to increase its 
maximum rates for residential services or for small and medium business services 
greater than 25% over present rates. 

b. In connection with the filing under Rule 11 10 described above, CmturyLink may 
thereafter file under Rule 11 09 to increase its actual rates by no more than 10% 
annually for residential services during the three years following the Order 
Approving Settlement and no more than 15% annually for small and medium 
business services during the three years following the Order Approving 
Settlement. 

c. Staff agrees not to contest a request by CenturyLink under Rule 11 10 to increase 
the maximum rates €or services as set forth in paragraph 2(a) above or a request 
by CenturyLink under Rule 1109 to change the actual rates as set forth in 
paragraph 2(b) above. No other party shall be constrained from opposing Rule 
1 1 10 increases requested by CenturyLink. 

d. No other consensual limitations apply to maximum rates for the above three year 
period. Enterprise services are considered fully competitive and may be increased 
pursuant to a Rule 11 10 proceeding. Services already found to be competitive 
under Rule 1108 are not subject to the conditions in paragraphs 2(a) and 2(b) 
above. The services previously classified as competitive under Rule 1108 are 
listed in Attachment A. 

e. CenturyLink agrees for a period of three years from the date of the Order 
Approving Settlement to charge statewide uniform rates for services subject to 
paragraphs 2(a) and 2(b) above. Thereafter, C e n t ~ ~ ~ L i n k  agrees to continue to 
charge uniform rates unless it specifically requests and is granted Commission 
authorization to deaverage rates in a filing pursuant to Rule 11 10. 

2.3 CenturyLink will file semi-annual reports with the Commission, Staff, and RUCO 
for a period of three years, commencing six months after the date of the Order 
Approving Settlement, setting forth data to be agreed with Staff and RUCO 
showing the state of competition in the State. 

After the expiration of at least 30 months from the date of the Order Approving 
Settlement, CenturyLink may make an additional submission in this docket, 

2.4 
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demonstrating that competition for voice services in Arizona is the same or 
greater than the levels CenturyLink’s testimony and evidence claim exist at the 
time of the filing of the Application in this docket. CenturyLink’s additional 
submission shall be based on competitive reports, data and statistics, including but 
not limited to the National Center for Health Statistics Wireless Substitution 
Report, the Federal Communications Commission (“FCC”) Local Competition 
Report, and the FCC Internet Access Services Report. CenhryLink in such filing 
shall demonstrate that: 

a. The percentage of consumers who have no landline voice connection, as specified 
in the National Center for Health Statistics Report, shall be 30% or greater;’ 

b. Wireless connections, as set forth in the FCC’s Local Competition Report, shall 
represent 65% or greater of total voice connections in Arizona: and 

c. Access to VOP providers shall be measured by xDSL broadband availability in 
Arizona, as set forth in the 5CC Internet Access Services Report, and shall be 
88% of households or greater. 

Upon such a filing by CenturyLink and verification by Staff, the Signatories 
stipulate that the conditions set forth in paragraphs 2.2, 2.3, and 2.4 shall 
terminate six months after such filing. CenturyLink may thereafter file, in its 
discretion, requests for additional pricing flexibility pursuant to the streamlined 
ratemaking procedures of Rule 11 10, and the other parties hereto reserve their 
rights to object to any filings under Rule 1 1 10. 

After the expiration of three years from the date of the Order Approving 
Settlement, if CenturyLink does not make the showing described in Paragraph 2.4 
above, CenturyLink may continue to seek rate changes pursuant to Rule 1110 
(unless the Commission makes a finding that its services are not competitive). 
However, the Commission may consider that the conditions in Paragraph 2.4 
above have not been demonstrated in its evaluation of the Rule 11 10 filing. 

2.5 

2.6 The Signatories stipulate to the Staffs recommendations on the deregulation of 
services requested by CenturyLink in its application to be de-regulated. These 
services to be deregulated are listed in Attachment B. 

Based on ‘Wireless Substitution: Early Release of Estimates From the National Health Interview Survey,” which 
is released by the National Center for Health Statistics every six months. The metric is the percent of American 
households that are wirelesssnly, as delineated in Table 1 of the report released 12-21-1 1. 

Based on ‘‘Local Telephone Competition: Status as of XXX” released by the FCC’s Industry and Analysis and 
Technology Division twice a year. The percentage Mebic is based OD the quantity of Arizona wireless 
connections as shown in Table 17, and the ILEC and non-ILEC h s  shown in Tables 12 and 13 (in report dated 
October 201 1). 

Based on ”Internet Access Services: Status as of XXX” released by the FCC’s Industry and Analysis and 
Tecbnology Division twice a year. The Metric for Arizona is provided in table 24, column 1, of the report dated 
October 201 1. 

3 

I 
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The Signatories stipulate that CenturyLink shall not hereafter be required to make 
a rate case filing under Rule 103, unless the Commission makes a finding that 
CenturyLink’s services are not competitive. 

All rates, terms, conditions and requirements now applicable to wholesale 
services in Arizona are unchanged by this Agreement, including those treated 
under Basket 4 in the Price Cap Plan. 

The Signatories agree that, upon issuance of the @der Approving Settlement, the 
procedures for setting rates established in the c m n t  Price Cap Plan approved by 
the Commission in Decision No. 68604 (Docket No. T-01051B-03-0454) will be 
superseded by implementation of the foregoing provisions. CenturyLink may 
continue to operate under the terms and conditions of service and the rates 
contained in Decision No. 68604 until new rates are filed under either Rule 11 10 
or Rule 1 109 for each service, as described above. 

Until further order by the Commission, CenturyLink agrees to be bound by 
existing statutes and rules in effect, including but not limited to R14-2-503(C) and 
rules regarding the provision of services to qdifymg low income customers. 

CenturyLink and DoD/FEA agree to request Withdrawal of their agreement filed 
on April 19, 2012 from Commission consideration in this docket, and the 
remaining Signatories agree not to oppose the withdrawal of that agreement from 
Commission consideration in this docket. 

CenturyLink agrees to continue to comply with the Sewice Quality Plan 
developed for Qwest Corporation. 

In. COMMISSION EVALUATION OF PROPOSED SETTLEMENT , 
3.1 

3.2 

3 3  

3.4 

3.5 

All currently filed testimony and exhibits shall be offered into the Commission’s 
record as evidence. 

The Signatories recognize that Staff does not have the power to bind the 
Commission. For purposes of proposing a settlement agreement, Staff acts in the 
same manner as any party to a Commission proceeding. 

This Agreement shall serve as a procedural device by which the Signatories will 
submit their proposed settlement of Century Link’s pending application, Docket 
No. T-01051B-11-0378, to the Commission. 

The Signatories recognize that the Commission will independently consider and 
evaluate the terms of this Agreement. If the Commission issues an order adopting 
all material terms of this Agreement, such action shall constitute Commission 
approval of the Agreement. Thereafter, the Signatories shall abide by the terms as 
approved by the Commission. 

If the Commission fails to issue an order adopting all material terms of this 
Agreement, any or all of the Signatories may withdraw from this Agreement, and 
such Signatory or Signatories may pursue without prejudice their respective 
remedies at law. For purposes of this Agreement, whether a term is material shall 
be left to the discretion of the Signatory choosing to withdraw from the 
Agreement. If a Signatory withdraws from the Agreement pursuant to this 

4 
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paragraph and files an application for rehearing, the other Signatories, except for 
Staff, shall support the application for rehearing by filing a document with the 
Commission that supports approval of the Agreement in its entirety. Staff shall 
not be obligated to file any document or take any position regarding the 
withdrawing Signatory’s application for rehearing. 

IV. MISCELLANEOUS PROVISIONS 

4.1 

4.2 

4.3 

4.4 

4.5 

4.6 

4.7 

To achieve consensus for settlement, the Signatories are accepting positions that, 
in any other circumstances, they would be unwilling to accept. They are doing so 
because this Agreement, as a whole, is consistent with their long-term interests 
and with the broad public interest. The acceptance by any Signatory of a specific 
element of this Agreement shall not be considered as precedent for acceptance of 
that element in any other context. 

No Signatory is bound by any position asserted in negotiations, except as 
expressly stated in this Agreement. No Signatory shall offer evidence of conduct 
or statements made in the course of negotiating this Agreement before this 
Commission, any other regulatory agency, or any court. 

Neither this Agreement nor any of the positions taken in this Agreement by any of 
the Signatories may be referred to, cited, or relied upon as precedent in any 
proceeding before the Commission, any other regulatory agency, or any court for 
any purpose except to secure approval of this Agreement and enforce its terms. 

To the extent any provision of this Agreement is inconsistent with any existing 
Commission order, rule, or regulation, this Agreement shall control. 

Each of the terms of this Agreement is in consideration of all other terms of this 
Agreement. Accordingly, the terms are not severable. 

The Signatories shall make reasonable and good faith efforts to obtain a 
Commission order approving this Agreement. The Signatories shall support and 
defend this Agreement before the Commission. Subject to paragraph 3.5, if the 
Commission adopts an order approving all material terms of the Agreement, the 
Signatories will support and defend the Commission’s order before any court or 
regulatory agency in which it may be at issue. 

This Agreement may be executed in any number of counterparts and by each 
Signatory on separate counterparts, each of which when so executed and delivered 
shall be deemed an original and all of which taken together shall constitute one 
and the same instrument. This Agreement may also be executed electronically or 
by facsimile. 

I 
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Q. 

A. 

Q. 

A. 

1. INTRODUCTION 

Please state your name, position and business address. 

Gary M. Yaquinto. I am the President of the Arizona Investment Council (“AIC”). Our 

offices are located at 2100 North Central Avenue, Phoenix, Arizona 85004. 

Please summarize your educational background and professional experience. 

I earned B.S. and M.S. Degrees in economics in 1974 from Arizona State University. In 

2005, I received an M.B.A. from the University of Phoenix. From 1975 to 1977, I was 

employed by the State of Wyoming as an economist responsible for evaluating the 

economic, fiscal and demographic effects of resource and energy development in 

Wyoming. From 1977 to 1980, I was Chief Research Economist for the Arizona House 

of Representatives. From 1980 to 1984, I was employed as an economist in the 

consulting industry. Since 1984, I have worked in various capacities in government and 

the private sector in the areas of utility regulation and legislative affairs. 

From 1984 to 1997, I was employed by the Utilities Division of the Arizona Corporation 

Commission. I served first as Assistant Director and was subsequently promoted to the 

position of Director, Utilities Division, a position I held from 1988 to 1997. 

In January 1997, I was employed by GST Telecom, Inc., a regional competitive local 

exchange carrier (“CLEC”) as Director of Legislative Affairs and was promoted to Vice 

President of Regulatory and Legislative Affairs in 1998. 

18762-1 013000245~2 1 
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Q. 

A. 

I have also served as the Chief Economist at the Arizona Attorney General’s Office 

(2003-2005) and as Director, Office of Strategic Planning and Budgeting, under 

Governor Janet Napolitano (2005-2006). 1 became President of AIC in December of 

2006. 

What is the purpose of your testimony in this case? 

The purpose of my testimony is to provide AIC’s general perspective that the evolution 

of competition within the telecommunications industry over the past several decades has 

reached a point where regulation of most telecommunication services should give way to 

market forces. The Commission’s competitive telecommunications rules, adopted in 

1995, specifically contemplate reducing and streamlining the regulation of competitive 

telecommunications services, including the basic exchange services offered by Arizona’s 

largest incumbent provider, CenturyLink. Importantly, another consideration is the 

leveling of the playing field among all providers of competitive services, which is an 

essential ingredient to allow all providers to attract investment in Arizona’s 

telecommunications infrastructure. 

I describe my role as a former member of the Utilities Division Staff in developing the 

competitive telecommunications rules, which were approved by the Commission in 1995 

and why I believe it is now appropriate for the Commission to authorize competitive 

treatment for CenturyLink services, including basic service for residential and business 

customers. 

2 



Q. 

A. 

Q. 

A. 

Mr. Yaquinto, is your testimony intended to provide a detailed technical or  market 

analysis in support of either the competitive pricing of CenturyLink’s basic 

exchange services o r  the deregulation of specific services? 

No. Although I have reviewed at a high level CenturyLink’s application and 

Mr. Brigham’s very detailed analysis in support of competitive classification of certain 

services and deregulation of others, my role is not as a technical expert. My testimony 

instead is aimed at providing a policy examination of the emergence and evolution of 

Arizona’s telecommunications market and the Commission’s changing role in regulating 

that changing market. That testimony is based on my experiences as Utilities Division 

Director at the time the Commission’s competitive rules were adopted, my employment 

as an executive with a CLEC and as a member of several telecommunications industry 

associations. 

2. DEVELOPMENT AND PURPOSE OF ARTICLE 11. COMPETITIVE 

TELECOMMUNICATIONS SERVICES, ARIZONA ADMINISTRATIVE CODE 

R14-2-1101 THROUGH R14-2-1115 

Please describe your role in development of the Commission’s competitive 

telecommunications services rules. 

I joined the Utilities Division Staff in 1984, shortly after the break-up of the Bell system. 

During my tenure as an ACC staff member from 1984 to 1997, I participated in numerous 

proceedings in which segments of the telecommunications industry transitioned from a 

monopolistic to a competitive environment. As both the industry and 

18762-1013000245~2 3 



telecommunications technology evolved, the Commission’s approach to regulation of 

telecommunications also needed to change to allow customers greater choice while 

continuing to support ubiquitous and high quality service. 

The 1980s and 1990s brought significant changes in both business and operating 

structures, beginning with the breakup of the Bell system under Judge Green’s Modified 

Final Judgment (“MFJ”) in 1983. The telecommunications landscape also changed at a 

rapid pace throughout that period due to advances in technology. The MFJ separated 

AT&T from its local telephone companies. The seven regional Bell operating companies 

(“BOC”), known as the “Baby Bells,” offered local dial tone and other services within 

their respective regions. Arizona’s BOC was Mountain States Telephone and Telegraph, 

a.k.a. “Mountain Bell.” At the time of the break-up of the Bell system, the BOCs held 

local monopolies for their services, because there was little, if any, competition for local 

exchange services. Various economic, legal and regulatory barriers essentially precluded 

new entrants in the local exchange business. 

While the Inter-LATA long-distance market experienced substantial growth in the 

number of competitors offering long-distance service, the market for local exchange 

service was slower to evolve. 

Nevertheless, as new technologies brought us, among other things, fiber optics, digital 

switching and wireless connectivity, companies began to explore opportunities to provide 

local telecommunications services similar to the services provided by the incumbent 

18762-1 013000245~2 4 
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providers, including Mountain Bell (which was operating under its holding company 

name, US West). Because the Arizona Constitution provides for ACC regulation of the 

transmission of messages to the public or the furnishing of telephone service, the 

Commission began receiving inquiries from potential competitive providers about the 

legality of providing local service in Arizona. Similar discussions were taking place in 

other states. By the mid-1 990s, Congress began examining changes to the 

Telecommunications Act of 1934 to accommodate competition in local 

telecommunications markets. 

Beginning in 1993, the ACC convened a series of workshops, which I led as Utilities 

Division Director. The purpose was to examine issues of local exchange service 

competition in Arizona and to develop rules governing both the certification of new 

competitive entrants and the pricing of competitive services. During 1993 and 1994, we 

held approximately ten such meetings attended by representatives of competitive 

providers, incumbent providers, consumer groups and the ACC staff. The meetings led 

to draft rules that provided requirements and guidelines for the entry and regulation of 

competitive providers, as well as the pricing of competitive services. A rulemaking 

proceeding was authorized by the Commission which entertained both public and 

industry comments on the draft rules. Finally, after about three years of study, the 

Commission officially adopted the rules in June 1995. 

18762-1013000245~2 5 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Mr. Yaquinto are the rules you assisted the Commission in adopting in 1995 the 

same rules under which CenturyLink seeks competitive pricing of its services in this 

proceeding? 

Yes. 

At the time the Commission adopted its competitive telecommunications rules in 

1995, was US West, CenturyLink’s predecessor, considered to be a competitive 

provider? 

No. As the incumbent, it held a monopoly position for most of its services. While some 

of its retail central office services faced competitive pressures as a result of the prior 

deregulation of customer-owned premises equipment (CPE), US West still held a nearly 

100 percent share of the market for local dial tone service. As a result of this monopoly 

position and its potential market power over prices in the local exchange market, it would 

have been inappropriate to afford it competitive pricing of loca exchange services at that 

time. 

When the Commission adopted its competitive telecommunications rules in 1995, 

was it contemplated that an incumbent provider, such as CenturyLink, could 

qualify for competitive pricing of its local exchange service under the rules if a 

competitive market developed? 

Yes. Although we didn’t know how long it would take competitive local exchange 

providers to gain traction in the market, an incumbent provider could, under the proper 

6 18762-1 013000245~2 
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circumstances, seek competitive classification of its services and be eligible for flexible 

and competitive pricing arrangements for its services when such competition developed. 

For example, CenturyLink witness Robert Brigham cites several services, such as 

directory assistance and private line service, among others, for which the company fairly 

soon after adoption of the rules sought and received competitive pricing authorization 

from the Commission under the rules.’ Additionally, even prior to adoption of the 

competitive telecommunication rules in 1995, the Commission had already approved 

flexible pricing arrangements for many of CenturyLink’s (then US West’s) new services 

that it determined were competitive at the time of a tariff filing. I recall the Commission 

regularly authorizing flexible pricing arrangements for many competitive services as part 

of tariff filings for competitive services offered by US West prior to adoption of the 

competitive rules. Examples were Centrex service, which is a central office service 

offered by US West as an alternative to Private Branch Exchange (PBX) and Integrated 

Services Digital Network (ISDN), an early precursor to Digital Subscriber Line service. 

1 Brigham Direct, pp. 9-10. 
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Q. 

A. 

3. PRICE-REGULATED SERVICES ARE SUBJECT TO SUBSTANTIAL 

COMPETITION AND SHOULD BE CLASSIFIED AS COMPETITIVE 

SERVICES AND AFFORDED COMPETITIVE PRICING UNDER 

A.A.C. R14-2-1108 

Mr. Yaquinto, please provide a brief overview of the evolution of Arizona’s 

telecommunications market since adoption of the Commission’s competitive 

telecommunications rules in 1995. 

Since the mid- 1990s, Arizona’s telecommunications market has become increasingly 

competitive. Numerous competitive providers are offering a dizzying array of local and 

long-distance services. The competitive providers have entered the Arizona market under 

a variety of business models, including facility-based carriers, resellers, companies 

purchasing unbundled network elements from incumbent providers and wireless 

providers. The vast majority of residential and business customers can now choose 

among multiple providers for any form of telecommunication service. 

In fact, the Commission’s website lists 69 CLECs which have been authorized to provide 

local exchange service in Arizona. Also listed on the Commission’s website are 58 

companies that have been authorized to provide resold local exchange services (RLECs). 

In some cases, a single company has been certificated as both a CLEC and an RLEC. 

While many of these competitive providers serve only in select areas and serve only 

certain customer groups, providers like Cox Communications and other cable companies 

provide local exchange services to residential and business customers in virtually all 

18762-1 0/3000245~2 8 
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Q. 

A. 

areas served by CenturyLink. Additionally, non-regulated providers, such as wireless 

providers and companies offering Voice-Over-Internet Protocol (“VoIP”) service, 

provide these services throughout CenturyLink’s service territory. 

The bottom line is, since adoption of the ACC’s competitive telecommunications rules 17 

years ago, competition in Arizona’s local exchange market has flourished. Arizona 

customers can now choose among a host of providers that offer functionally equivalent 

voice and data services and CenturyLink’s basic exchange service is now only one of 

many options available to customers. 

What other evidence points to the increasing degree of competition in the local 

exchange market? 

A very telling statistic is the loss of market share experienced by CenturyLink since local 

exchange competition was introduced in Arizona. In the early 1990s, the legacy 

CenturyLink provider’ and other ILECs held close to 100 percent of the market for local 

exchange service, because there were few-to-no competitive options. Currently, as 

Mr. Brigham points out, “. . . the ILEC share of Arizona voice telecommunications 

connections is now only 18.4%, and . . . CenturyLink now provides voice service to only 

one-third of the occupied Arizona consumer households.” (Brigham Direct, p. 6.) 

Further, as customers have migrated to other wireline and wireless competitive providers, 

CenturyLink has experienced a significant decline in its access lines volume; they 

’ For simplicity, I will subsequently refer to just CenturyLink in my testimony without reference to its prior legacy 
providers. 
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Q. 

A. 

dropped by 54% between 200 1 and 20 10. Further, the percentage of Arizona households 

who have “cut the cord” and moved to wireless service exclusively was over 29% in 

2010. (Brigham Direct, p. 50.) 

CenturyLink’s diminishing share of the local exchange market is strong evidence that its 

services face substantial competition from both a vast array of alternative providers and 

substitute services. 

Did the Commission anticipate these market developments when it adopted the 

competitive rules in the mid-l990s? 

To some extent, it did and that is why the rules provide for an application such as the one 

CenturyLink has filed to move services into the competitive pricing classification. As I 

indicated previously, some competitors were, at that time, already participating in 

portions of the market and more were anticipated. Further, wireless services were 

beginning to be offered on a much wider scale to a larger consumer market than had been 

the case in the 1980s and early 1990s. There are two market developments, however, 

which we either did not fully appreciate the scope of or anticipate at all. The first of 

those is the wireless phenomenon of “cutting the cord.” While wireless service was 

becoming more broadly available and generally popular when the Commission passed the 

rules, I certainly did not anticipate a time when almost one-third of consumers would 

completely abandon wireline for wireless service-a trend which continues to grow. 

Second, we also did not anticipate a time when so many consumers with regard to so 

many of their messages would, in many instances, dispense with communicating orally 

18762-1013000245~2 10 
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Q. 

A. 

Q. 

A. 

by phone and, instead, have text or e-mail “conversations.” Today, customers view these 

intermodal methods of communicating as substitutes for traditional land-line telephone 

service. 

How do those developments bear on the issues presented in this case? 

They strengthen the arguments in support of CenturyLink’ s application, because both 

provide constraints on its market and pricing power. Consumers can “cut the cord” 

and/or turn to alternative communication modes quite easily if CenturyLink does not 

reasonably price its products to compete in a very liquid and competitive market. 

4. CENTURYLINK’S LOCAL EXCHANGE SERVICES MEET THE CRITERIA 

FOR DESIGNATION OF COMPETITIVE SERVICES UNDER A.A.C. R14-2-1108 

What criteria are identified in the Commission’s rule for designating a service as a 

competitive service? 

R14-2-1108 states that a telecommunications company may petition the Commission to 

designate as competitive any service or group of services provided by it. The rule also 

lists several criteria for designation of a service as competitive. They are: 

1.  A description of economic conditions which make the relevant market competitive; 

2. The number of alternative providers for the service; 

3. The estimated market share held by alternative providers; 

4. The names and addresses of any affiliated alternative providers of the service; 

18762-1 0/3000245~2 11 



Q. 

A. 

5.  Alternative providers’ ability to make functionally equivalent or substitute services 

readily available at competitive rates, terms and conditions; and 

6. Any other indicators of market power (or lack thereof), which may include growth 

and shifts in market share, entry and exit ease and affiliations among alternative 

providers of service. 

Mr. Yaquinto, based on your understanding of the Commission’s rule for 

competitive service designation and your experience in Arizona’s increasingly 

competitive telecommunications market, do you believe CenturyLink has met these 

criteria for competitive classification of its basic exchange services? 

Yes. It has been almost 17 years since the Commission adopted its competitive 

telecommunications rules. Since that time, dozens of competitive providers have 

received certificates of convenience and necessity from the Commission to offer, and are 

offering, the same or similar local exchange services for which CenturyLink seeks 

competitive designation. Other, non-regulated providers like wireless companies and 

companies offering VoIP service offer functionally equivalent basic services throughout 

Arizona. Millions of emails and texts substitute daily for what previously would have 

been telephone conversations. As a result, CenturyLink’s share of the market has 

declined precipitously and it can no longer exercise market power over prices for these 

services. 

CenturyLink’s application for competitive designation, supported by Mr. Brigham’s 

direct testimony, offers very clear evidence that the company’s basic exchange services 

18762-1 013000245~2 12 
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Q. 

A. 

are subject to substantial competitive pressures and should receive a competitive pricing 

determination by the Commission. 

Are there other reasons why the Commission should authorize competitive pricing 

for CenturyLink’s basic services? 

Yes. The first is fairness. It is inequitable to allow competitors to operate under 

streamlined regulatory practices, while continuing strict, fairly traditional rate regulation 

of CenturyLink. As evidenced by CenturyLink’s shrinking share of the local exchange 

market over the past 17 years, it is now well past time to afford the Company the 

opportunity to compete on an equal footing with cable and other competitive providers. 

Second, CenturyLink’s merger with Qwest resulted in a stronger, financially healthy 

incumbent telecommunications provider in Arizona. As a condition of the merger, 

CenturyLink agreed to invest $70 million over five years in expanding and improving 

broadband service throughout its service territory. Additionally, CenturyLink chose 

Arizona for its Southwest Region Headquarters, bringing additional investment and jobs 

to the State. The company’s initial commitment to invest tens of millions of dollars in 

improved communications infrastructure, despite the steep erosion of its market share to 

competitors, demonstrates its desire to participate and compete for customers - both 

business and residential customers - in Arizona. CenturyLink should be allowed to 

compete on an equal and streamlined basis with those competitors under the 

Commission’s competitive rules. That will facilitate its ability to meet those 

commitments to this Commission and Arizona. 

18762-10/300024S~2 13 
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Third, contrasting regulatory practices for different companies providing essentially the 

same services creates confusion and uncertainty for investors. Investors need to 

understand the regulatory landscape before deciding where or how to invest. Having 

conflicting regulatory practices for similar providers offering the same services creates 

market uncertainty. As importantly, it unreasonably disadvantages CenturyLink in the 

competition for the necessary capital to maintain, expand and improve its system. 

Authorizing competitive pricing arrangements and streamlined regulation of 

CenturyLink’s services signals to investors and rating agencies a more progressive and 

improved regulatory climate in Arizona. 

Fourth, with an improving regulatory climate and competitive pricing authority equal to 

that of its regulated competitors, CenturyLink management also will have an incentive to 

make even greater infrastructure investments in Arizona. Since capital expenditure 

projects and budgets are approved and allocated among states at the corporate level, 

better competitive conditions in Arizona could help steer more investment toward 

Arizona than would otherwise be the case. 

With its strong regional and national footprints, CenturyLink is an important player in 

Arizona’s telecommunications market, with a demonstrated capacity to make critical and 

necessary investments in the State’s telecommunications infrastructure. That’s good for 

Arizona and leveling the playing field among providers will promote good capital 

investment. 

18762-1013000245~2 14 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Mr. Yaquinto, do you have an opinion about the second part  of CenturyLink’s 

application in this case to deregulate obsolete and non-essential services? 

No. I have not attempted to perform any analysis concerning the deregulation of the 

services identified by CenturyLink’s application. However, I have reviewed 

Mr. Brigham’s deregulation analysis at pages 67-74 of his direct testimony and have no 

reason to take issue with it. 

Mr. Yaquinto does CenturyLink’s application in this case pertain only to retail 

services and not wholesale services provided by CenturyLink to other providers? 

Yes. CenturyLink is not seeking either competitive pricing arrangements or deregulation 

of wholesale services in this application. 

And finally, does CenturyLink’s application request any new prices for competitive 

services? 

No. CenturyLink is not asking to re-price or establish new prices for any of the 

competitive services involved in this application. My understanding is that, should 

CenturyLink decide to seek new prices for any of its services, it would do so through a 

separate filing following the Commission’s decision in this case. 

Does this conclude your testimony? 

Yes. 

18762-1013000245~2 15 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Mr. Yaquinto, did you file direct testimony in this matter? 

Yes, I did. 

Have you reviewed the direct testimony presented in this case by Messrs. Abinah 

and Fimbres on Staffs  behalf? 

Yes. 

What is your understanding of Staffs  recommendation concerning the competitive 

classification of CenturyLink’s services? 

Staff is recommending a competitive classification only for the Large or Enterprise 

Business Services customers. For residential, small and medium business services 

customers, Staff does not recommend competitive classification under Rule 1 108.’ The 

latter conclusion and recommendation appear to be based primarily on its use of the 

Herfindahl-Hirschman Index (“HHI”). In using the HHI, Staff concludes that the market 

for residential and small/medium business services is not competitive (Fimbres Direct, 

pp. 12-13). 

Based on your review of that testimony, have you made any changes to your 

recommendations? 

No. I continue to believe the Arizona market for residential and small/medium business 

services is indeed competitive and should be declared so by the Commission. That 

declaration would allow CenturyLink to seek pricing flexibility for these services under 

’ R14-2-1108. 
1 18762-1 013024913~2 
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Q. 

A. 

Rules 1109 and 1 1  10. Staffs reliance on the HHI as the primary basis for determining 

competitive classification of CenturyLink’s local exchange services is misplaced. 

Furthermore, Staffs conclusions in applying the HHI place CenturyLink at an unfair 

disadvantage in the market, vis-a-vis its competitors. 

Why do you believe Staffs use of the HHI for determining competitive classification 

is misplaced? 

The HHI is intended to measure the degree of market concentration among competing 

firms. It is a metric utilized primarily by the U.S. Department of Justice (“DOJ”) and 

states’ Attorneys General in anti-trust cases. Its function is to gauge whether, for 

example, a proposed merger or acquisition of a rival company or companies within a 

market will result in an unacceptable concentration of market power. The DOJ, for 

example, looks at how the HHI changes under conditions of combining market shares of 

merging companies to assess whether a merger results in too much market concentration 

and, therefore, may violate anti-trust laws. 

In this case, however, the issue is market competition, not concentration. A market can 

be moderately or even highly concentrated and still exhibit a high degree of 

competitiveness among the firms and technologies competing for customers. So, the HHI 

is not a very good indicator of whether a market can or should be characterized as 

competitive or whether it is viably contested among providers. 

2 18762-1 0/3024913~2 
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Q. 

A. 

Staffs testimony agrees with the proposition that the Arizona market for local exchange 

services is characterized as one in which consumers have many choices of both 

technologies and providers. As Mr. Fimbres states, “End-users, particularly consumers, 

have several alternative technology options for communications - wireline voice, VOIP, 

Wireless voice, Wireless texting and broadband e-mailing” (Fimbres Direct, p. 12, 

11. 8-10). In that regard, as Mr. Brigham notes, wireless subscribers have grown to about 

5.3 million - almost double the number of both ILEC and non-ILEC wirelines (Brigham 

Direct, p. 43,ll. 5-7). Mr. Fimbres also agrees with CenturyLink that the company’s 

access lines have declined by 54 percent between 2001 and 2010, while Arizona’s 

population increased by more than 24 percent during that same time period (Fimbres 

Direct, p. 11). 

So, what happened? Did more Arizonans decide to communicate less or did they shift 

away from CenturyLink to alternative providers and technologies? Clearly, our levels of 

communication among family, friends, business associates and others did not decrease 

over the past decade. Instead, the answer is the one Mr. Fimbres gave in his testimony - 

consumers have many competitively offered options. And, those options are poorly 

reflected in a simplistic metric like the HHI. 

Please explain further. 

A simple hypothetical mathematical example demonstrates hl1y the use of is not 

appropriate for determining the level of competition - which is the central issue involved 

here. Let’s assume that the market is comprised of four firms with each having an equal 

18762-1 013024913~2 3 
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market share (i.e., 25 percent). The HHI index would be calculated as 4 x (.252) = .25 or 

2500 which, as Mr. Fimbres notes, is “outside the range used by DOJ to indicate a 

Moderately Concentrated Market (1,000 to 1 ,SOO).” Fimbres Direct, p. 13, 11. 12-1 3. 

However, this measure of market concentration says nothing about the fact that each of 

the four firms, nevertheless, has a very strong incentive to increase its market share, both 

by competing for the other firms’ customers and in drawing new customers to its service. 

In fact, the competition among the four competitors would likely be very robust. In this 

example, the market would be competitive (the issue under Rule 1 1 OS), but would fail 

Staffs use of the HHI test for determining competitiveness. 

The degree of concentration as measured by the HHI gets worse (i.e., market 

concentration increases) if we assume a situation where there are two large firms and 

several smaller firms in the market, not unlike that existing in Arizona with CenturyLink, 

Cox, other cable providers, wireless and other alternative communications technologies 

providers. Based on one series of calculations, Mr. Fimbres estimates the HHI for the 

Arizona market at 2520, which is concentrated, but not helpful as a measure of 

competition among providers and technologies. One need only examine the advertising 

battle that blazes between CenturyLink and Cox Communications (as well as Vonage, 

Skype, multiple wireless carriers, et al.) to get a strong sense that competition for market 

share in Arizona is very real and very intense. 

Yet, under the Commission’s current regulatory environment, cable providers are 

afforded a competitive designation with pricing flexibility and streamlined ratemaking, 

18762-1 0/3024913~2 4 
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Q. 

A. 

while the prices of CenturyLink services continue to be traditionally and strictly 

regulated. 

If the HHI is used as a main determinant for competitive designation, it is unlikely 

CenturyLink can ever “earn” a competitive designation and be treated like its competitors 

without sacrificing even greater market share to its competitors. Even more striking is 

that if CenturyLink gives up most of any of its market share to its next largest competitor, 

the HHI will continue to show the market as highly concentrated and, therefore, based on 

Staffs approach, not competitive. 

In this sense, use of the HHI for determining the competitive designation under 

Rule 1108 is much like the water dunking tests used in the Salem trials to determine 

whether a person is a witch - drown and you’re not a witch or live and you’re hanged. 

Mr. Yaquinto, do you understand Rule 1108 to require the use of HHI in 

determining competitive classification? 

No. My understanding is that Rule 1 108 requires a provider seeking a competitive 

designation to provide information regarding the market for which it seeks competitive 

classification. However, that rule does not address how the information is to be evaluated 

by the Commission, nor does it specify the use of any metric, including the HHI. Further, 

Rule 1 108 also does not specify how any metric or metric threshold is to be used for 

determining the competitive classification. 

18762-10/3024913~2 5 
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Q. 

A. 

Q. 

A. 

Although Mr. Fimbres indicates that his use of the HHI in this case is “. . . only one 

factor Staff considered in its analysis” (Fimbres Direct, p. 13), it is clear that it is the only 

factor which supports the conclusion that the market is not competitive. 

In fact, his testimony acknowledges that CenturyLink faces “. . . a formidable land-line 

competitor in the market . . . [which] has pricing flexibility for its services” (Fimbres 

Direct, p. 16; emphasis supplied). Add to that the array of price unregulated wireless and 

VOIP providers which are also vying for customers and it is abundantly clear that this 

market and these services are competitive. 

Do you have a recommendation for the Commission? 

Yes. As I stated in my direct testimony, CenturyLink’s application and testimony offer 

clear evidence that the company’s services are subject to competitive pressures and 

should be determined so by the Commission. 

Does that conclude your testimony? 

Yes. 

6 18762-1 0/30249 I 3 ~ 2  
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1. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

2. 

Q. 

A. 

Q. 

A. 

INTRODUCTION 

Please state your name, position and business address. 

Gary M. Yaquinto. I am President of the Arizona Investment Council (“AIC”). Our 

offices are located at 2100 North Central Avenue, Phoenix, Arizona 85004. 

Have you filed testimony previously in this case? 

Yes. I filed direct testimony on March 16,2012 and rebuttal testimony on April 23, 

2012. 

What is the purpose of this testimony? 

My testimony is offered to explain AIC’s support for the Proposed Settlement Agreement 

filed by Staff on May 17,2012. 

SETTLEMENT AGREEMENT 

Is AIC a signatory to the Settlement Agreement? 

Yes. In addition to filing direct and rebuttal testimony, AIC participated in the 

discussions which led to the Settlement Agreement. I signed the Settlement Agreement 

on behalf of AIC. 

Please describe the process which led to the Settlement Agreement. 

The company notified parties of the date, time and place for discussions and made 

arrangements for parties to participate via telephone if they were unable to attend 

meetings in person. Although the parties failed to reach a settlement agreement prior to 

18762-1 0/3050010 1 
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Q. 

A. 

Q. 

A. 

commencement of the evidentiary hearing, while the hearing was in recess, a second 

round of settlement discussions took place and Staff, CenturyLink, RUCO and AIC 

reached a global settlement. 

All meetings convened to discuss the application and to negotiate settlement were 

transparent and open to all intervenors. 

Generally, why does AIC support the Settlement Agreement? 

The Settlement Agreement provides benefits to the Company as well as its customers by 

placing CenturyLink on a streamlined regulatory footing similar to (but not fully 

consistent with) that occupied by its regulated competitors like Cox Communications and 

other Competitive Local Exchange Carriers (“CLECs”). It establishes a path to certainty 

for CenturyLink to achieve pricing flexibility and parity in a highly competitive market 

and reduces unnecessary regulatory overhead. As I discussed in my direct testimony, the 

move toward regulatory parity will better position CenturyLink to meet its capital 

investment commitments to the Commission, reduce investor confusion over differing 

regulatory practices for competitors and improve its ability to compete. 

Mr. Yaquinto, do telecommunications developments also support approval of the 

Settlement Agreement? 

Yes. It has been 17 years since the Commission passed its Competitive 

Telecommunications Rules which enabled other providers to offer basic 

telecommunications services to business and residential customers that were before then 

2 18762-1 0/3050010 



1 

L 

4 

L 
I 

t 

7 

e 
s 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

3. 

Q. 

A. 

Q. 

4. 

provided only by legacy CenturyLink. Since that time, the Commission has issued 

Certificates of Convenience and Necessity to dozens of CLECs and CenturyLink’s share 

of the market has declined dramatically. Further, advancements in technologies like 

wireless and Voice-Over-Internet-Protocol have made unregulated communications 

options available to customers. Today, about 30 percent of Arizona telephone users have 

completely “cut the cord” and have only wireIess service. Texting and e-mails are now 

substitutes for traditional voice communications. Between 200 1 and 20 10, 

CenturyLink’s access lines declined by more than 50 percent, while the State’s 

population increased by almost 25 percent over the same time period. 

AIC believes it is well past time for CenturyLink to be unburdened by the regulatory 

practices that were crafted for a monopolistic industry 100 years ago. While AIC 

believes the parties’ settlement should have gone further, the Settlement Agreement does 

recognize the competitive nature of CenturyLink’s basic services and provides a pathway 

for modernizing regulation of CenturyLink in Arizona. 

CONCLUSION 

Do you have a recommendation for the Commission? 

Yes. AIC urges Commission approval of the Settlement Agreement. 

Does that conclude your testimony? 

Yes, it does. 

3 18762-10130.50010 
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II~ENTIFICATION OF WITNESS 

PLEASE STATE YOUR NAME ANI) BUSINESS AIIDRESS. 

M!. name is Lyndall Nipps. h4y business address is 9665 Granite Ridge Drive. 

Suite 500. San Diego. CA 92123. 

BY WHOM ARE YOU EMPLOYED AND IN WI-IA4T CAPACITY? 

I ani employed kq tw telecom inc. as its \'ice Prcsidcnt of Regulatory for the 

Western Region. M!,job duties include representing t i s .  telecom at the state leiJel 

in telecomniunications regulatory proceedings. negotiating contracts and licenses. 

analyzing all types telecoiiiniunications data. undcrstanding public policy goals 

rclating to telecommunications. iiiaintaining and updating tariffs. supporting 

various tu- tclcconi business units, and directing company legislative strategy at 

thc state-level. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMOY;\'? 

I ani offering this testimony to clarify cci-tain broad statcments made in the Direct 

'l'cstimon>- of CcnturJ Link \vitness .lohn Brigham. Mr. Brigham assets that the 

Arizona telecomiiiiinications market is "cxtreInel! competitive" (p. 3. 1. I 7) and 

*-exceptionally compctitivc" (p. I 1 .  1. IO) .  howcvcr. h4r. Brigham fails to explain 

that a substantial segment of the competition Ccntur! Link describes is dependent 

upon Centuv Link li)r hlr 13righam's discussion of market 

competition from Intcgra. tu tcleconi. AT&?'. XO C'omniiinications. Level 3. 360 

Nctu.orks and Verimn (pp. 35-43 01' the testinion! I. omits any discussion of 

Ccntur!.Link's role as the \> holesaie supplier for tlicsc' competitive providers (pp. 

holesalc scri.ices. 
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35-42). The Arizona telecommunications market is complex and the retail 

residential and enterprise business markets d i f l r  greatly. as do the retail and 

wholesale markets. This complexity demands that the Commission makc 

regulatory changes using a scalpel. not a meat cleaver. 

WHAT IS CENTLRYLIKK'S ROLE AS A Wf4OLESALE PROVIDER? Q. 

A. Under thc l'elecominunications Act of 1906. incunibcnt providers. such as 

CcnturyLink in Arizona. iirc required to make :t\.aiiable for lease to competitors 

limited network elements. The elements that competitors are entitled to lease 

hale long been part of the public snitched tclcphone netxvork and \\ere. in most 

instances. installcd long bcforc CenturyLink (30  1 1 or Qwest (3000) began 

pro\.iding ser\.ice. O\ er the decades. Arizona ratepa\ ers 1iai.e fully paid for these 

coniponents of the telecoiiiniunications networh. CenturyLink is not required to 

open its entire network to competitors. In fact. ne\j fiber built to the home by 

CcnturyLinh is not subject to this leasing requircnient. nor is local switching. nor 

are many transport elemcnts. 

'1-0 promote co1npetition and gro\ith in  the Arimna market. CLECs deliver 

tc 1 eco nini un i cat i oils ser i, i ct's b ~ s  comb i n ing t ti e i r o\vn net u or k s \vi t li u holesal e 

scnrices purchased from CcnturyLink. Centur! I ,ink is the dominant provider of 

I\ holesale products and sen ices i n  Ari7ona. : I s  :in esamplc. t u  tclccom gains 

access to most busincsscs in  Arizonrt by leasing fkom Qwest the local loops to 

indi\ idual busincssss and connecting those loops to telecom's net\\ ork. 
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Q. HOW DOES CENTURYLINK'S ROLE .4S T H E  DOMINANT I'ROVIDER 

I M P .4 CT CO M PET IT I 0 N? 

A .  CenturvI-ink is the dominant provider of \tholesalc scrviccs in Arizona and 

consequentl>. the success of the CLEC compctition cited in  Mr. Bri&in1's 

testimony may be adversely impacted by Ccntury Link. CenturyLink's 

dominance in thc wholesale market is clearly cstahlished. In March. 20 IO.  the 

Arizona Commission filed coninients with thc I T C  in rcsponsc to Qwest's 

request [or forbcarnnce in  the Phoenix MSA.' I n  those ccmnicnts. thc Arizona 

Commission adliscd the FC'C that i.iable wholesale alternatives ucrc not yet 

available in  tlic Phoenix MS.4: 

Viablc Wholcsale Alternativcs are Xot Available Yet. 

'I'he FC'C fhund in its  sf 4 J!SA 0 1 . t k c v -  that -'[t]he record does 
not reflect any significant alternati1.c sources of \\-liolesalc inpuls 
for carricrs in the four MS.4s [including the I'hocnix MSA]." 'I'he 
dam collectcd b) the ACC Staff indicates that nothing has changed 
in this regard.- 

The Commission spccificall>. found that '-a1 tcriinti\ L' last milc ficilir! pro\!iders 

are not an option vet for much of the Phocnis h4SyI business comtiiiuiity."2 The 

airailability of altcrnate wholesale providcrs has not change in Arizona. tu. 

tclcconi still purchases the vast majority o f  its wholesale products from Qwcst. 



1 

? - 

3 

1 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

16 

17 

18 

4CC I h c h e t  NO. T-0 15 I B- I 1-0378 
Direct Tcstiniony 

Mr. Lyndall Nipps 
tw telecom oiarizona 

March 16.90 I2 
Page 4 

DOES CEKTURYLINK HAVE AN ONGOING OI3LIGATIOIV TO MAKE 

WHOLESALE SERVICES AVAILABLE'? 

Yes. Under Section 25 1 ofthe Teleconiiiiunicatioris Act of 1996. CenturyLink. as 

an incumbent pro\,idcr. is required to make unbundled network elements available 

to CLECs at its Total Element Long-run Incremental Cost ("TELRIC"). Sce 47 

C.F.R. $5 1.505(b). TELRIC Rates arc cssentially a wholesale price. Following 

passage of the Act. incumbent carriers offered CLECs special access sewices 

based on tariff pricing as a substitute for individual network elements. Most 

Arizona CLECs purchase these special access scrviccs from CenturyLink, 

howcvcr. the availability of unbundled network elemcnts (at wholesale rates) 

discipline the special access rates by creating .-a constraining influence" on the 

incumbents abilitj. to increase special access services rates, 

Q. 

A. 

4 

Q. WHAT PROTECTS COMPETITOR ACCESS T O  WHOLESALE 

S E RV I C E S G 0 I N G FO R W ARD '? 

As described abovc. the Act requires the continued availability of wholesale 

elcnients and sei-viccs under Section 25 1 .  Additionail!.. CenturyLink is bound by 

its recent merger case settlement agrecmcnt to maintain cortain wholesale pricing 

for t i s  telecom at csisting rates until Mq. 3 1. 201 3.' 

A. 
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WHAT BEARING DOES WHOLESALE SERVICES HAVE ON 

CE3TUKYLIKK'S APPLICATION TO CLASS1 FY LOCAL RETAIL 

SERVICES .4S COMPETITIVE? 

CenturyLink maintains that i t  is entitled to conipetitivc classification of local 

retail services because the inarkct is fully conipetitivc. However. CenturyLink 

has introduccd almost no objcctivc eiidencc that the market is full). competitive. 

nor does CenturyLink's application recognize the complexities of tlie many, many 

different markets -- all of cLIiicli vary by ciistomcr type. geographic location. 

product t>.pe and thc ai.ailability of competitive alternatives. CcnturyLink's 

assertions about competition arc misleading i 1' the Commission docs not full: 

undcrstand that the CLEC compctition cited 171 Ccntury1,ink could be unilaterally 

undercut by Century Link in many different ways. 

HOW CAIS THE COMMISSION CONTINUE TO FOSTER AN 

ENVIRONMENT THAT CREATES A FAIR PLAYING FIELD ANI) 

PROMOTES COMPETITION? 

Thc Commission should not approve any rate dcrcgulation (or classify any 

seriices as conipeti tivc) u thout ciisuring tlie follmving protections are in place: 

1. Re\ ielc hard-data rclating to tlie truc a\-ailabilit! of retail competition 

for spccilic geog'nphic areas that arc die siib.ject of CenturyLink's 

application. 

3. Quickly address and resolvc an! complaints of anti-competitive 

beha\rior relating to 11 liolesalc salcs and scr\.ices including any 

Operational Support System ("OSS") clisputcs. 
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3. Investigate all reports of possible cross-subsidization between 

CenturyLink affiliates and stricti!.. cnlhrce the Commission's 

prohibition against cross-subsidization which provides that "a 

competitive tclecommunications st.r\rice shall not be subsidized by any 

rate or charge for an); noncompctitivc tcleconimunications services." 

A.A.C. R14-2-1109(C) 

4. Continue to require transparency and iigilance in the reporting and 

tariffing processes. Lvhicli includes retaining CenturyLink's current 

reporting and pcrforniance obligations relating to wholesale services. 

11. OTHER ISSUES 

Q. SHOULD CENTIJKYLINK COKTINIIE TO COLLECT STATE OR 

FEDERAL SUBSIDIES AND HAVE FCILL RETAIL I)EREGUATION? 

A. No. Centurj.Link collects millions in go\~ernmcnt subsidies for Arizona every 

war .  Federal subsidies are designed to reduce the amount paid by customers for 

ser\.ice in high cost areas. No incumbent should lime pricing flexibility mid cr/.so 

continue to collect millions in subsidies Ihr those serikxs. Either the subsidies 

should be reduced or pricing should continue to bc regulated in  areas where 

subsidies are pro\idcd. 

Q. 

A. J'es. it docs. 

DOES THIS CONCLIIDE YOlJR TESTIMONk"! 
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1. INTRODUCTION 

Q. 

A. 

PLEASE STATE YOUR NAME, TITLE AND BUSINESS ADDRESS. 

My name is August H. Ankum. I currently serve as Senior Vice President and Chief 

Economist of QSI Consulting, Inc. My business address is 1520 Spruce Street, Suite 306, 

Philadelphia, Pennsylvania 191 02. 

Q. PLEASE DESCRIBE QSI CONSULTING, INC. AND ITS AREAS OF 

EXPERTISE. 

QSI Consulting, Inc. (“QSI”) is a consulting firm specializing in regulatory and litigation 

support in regulated network industries, with a special emphasis in the 

telecommunications sector. QSI’s primary areas of expertise include economic and 

financial analysis, cost of service modeling, regulatory compliance, and public policy 

development. Since its inception, QSI has assisted industry stakeholders on issues 

affecting local competitive entry, including network interconnection, unbundled network 

element (“UNE”) access and pricing, contract negotiation and arbitration, intercarrier 

compensation, alternative forms of regulation, market dominance, customer migration, 

service quality, and service reclassification. QSI’s clients include telecommunications 

carriers providing services (e.g., wireline local exchange carriers, cable companies and 

wireless carriers), customers who purchase those services and those who represent the 

public interest (e.g., Department of Defense/Federal Executive Agencies, consumer 

counsels, attorneys general), and agencies that regulate carriers and services (e .g . ,  

Colorado Public Utilities Commission, New Mexico Public Regulation Commission). 

QSI has a professional staff of nine full-time consultants, including Ph.D. economists, a 

Certified Public Accountant, as well as cost and regulatory analysts. QSI has more than 

A. 
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175 years of combined experience in the telecommunications industry and QSI’s 

consultants have testified as experts in hundreds of proceedings before almost all state 

regulatory commissions and the Federal Communications Commission (“FCC”). I co- 

founded QSI in 1999. 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 

EXPERIENCE. 

A. I have been employed as an expert consultant in the telecommunications industry for the 

past 15 years. Prior to practicing as a telecommunications consultant, I worked for MCI 

Telecommunications Corporation (“MCI”) as a senior economist. At MCI, I provided 

expert witness testimony and conducted economic analyses for corporate decision- 

making purposes. Before I joined MCI in early 1995, I worked for Teleport 

Communications Group, Inc. (“TCG”), as a Manager in the Regulatory and External 

Affairs Division. In this capacity, I testified on behalf of TCG in proceedings concerning 

local exchange competition issues. From 1987 until 1994, I was employed as an 

economist by the Public Utility Commission of Texas (“PUCT”) where I worked on a 

variety of electric power and telecommunications issues and testified as an expert witness 

in litigated proceedings. During my last year at the PUCT, I held the position of Chief 

Economist. Prior to joining the PUCT, 1 taught undergraduate courses in economics as 

an Assistant Instructor at the University of Texas from 1984 to 1986. I received a Ph.D. 

in Economics from the University of Texas at Austin in 1992, an M.A. in Economics 

from the University of Texas at Austin in 1987, and a B.A. in Economics from Quincy 

College, Illinois, in 1982. 
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ARE THERE ANY EXHIBITS TO YOUR DIRECT TESTIMONY? 

Yes, there are two. Exhibit AHA-1 consists of my curriculum vitae, including a list of 

the cases in which I have testified as an expert witness. Exhibit AHA-2 (Confidential) 

consists of the confidential information discussed in my testimony. Rather than 

submitting two versions of my testimony (public and confidential), I have redacted the 

confidential information from this testimony and reproduced the Q&As containing 

confidential information in Exhibit AHA-2. There is no un-redacted version of this 

testimony, and all confidential information discussed in this testimony can be found in 

Exhibit AHA-2 (Confidential). 

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE ARIZONA 

CORPORATION COMMISSION (HEREAFTER “COMMISSION”)? 

Yes. I testified as an expert witness in the recent QwestKenturyLink merger proceeding 

(Docket No. T-01051B-10-0194, et al.). 

DO YOU HAVE EXPERIENCE WITH THE ISSUES IN THIS PROCEEDING? 

Yes. I have been involved in telecommunications since 1988. Over the course of my 

career, I have testified as an expert on virtually all issues pertaining to the regulation of 

incumbent local exchange companies (“ILECs”), including the degree of competition in 

ILEC service territories, market dominance and the proper classification of services. My 

expert testimony in the recent Qwest/CenturyLink merger proceedings in the states of 

Arizona, Colorado, Iowa, Minnesota, Montana, Oregon, Utah and Washington are recent 

examples. Other examples include: expert reports filed before the FCC regarding 

petitions of Qwest and Verizon for forbearance from dominant camer regulations (WC 
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Docket Nos. 07-97, 06-172, 08-24, et d.); expert testimony in Illinois regarding effective 

competition and reclassification of services in AT&T-Illinois’ service territory (Docket 

Nos. 94-0146, 95-03 15); expert testimony in Texas regarding market dominance (Docket 

Nos. 7790 and 3 183 1); expert testimony in Maine regarding the rural exemption under 

$25 l(f)( 1) of the Telecommunications Act (Docket Nos. 2007-61 1, et d.); expert 

testimony in numerous states related to the FCC’s Triennial Review proceedings 

(Maryland Case No. 8988, Massachusetts Case D.T.E. 03-60, New Jersey Docket No. 

T003090705, Rhode Island Docket Nos. 3550/2861); and expert testimony in Wisconsin 

regarding standards for effective competition (Cause No. 05-TI-138). 

Q. 

A. 

ON WHOSE BEHALF ARE YOU FILING THIS DIRECT TESTIMONY? 

I am appearing on behalf of the consumer interests of the U S .  Department of Defense 

(“DoD”) and all other Federal Executive Agencies (“FEA”) in Arizona. 

Q. 

A. 

WHY HAS DoD/FEA INTERVENED IN THIS CASE? 

The Department of Defense and other Federal Executive Agencies have a substantial 

presence in the State of Arizona. Several major military installations are located in 

Arizona, including Fort Huachuca, Davis-Monthan Air Force Base, Yuma Proving 

Ground and Luke Air Force Base. In addition, there are major facilities such as the 

Department of Veteran Affairs iMedical Centers in Phoenix and Tucson, and Federal 

Buildings and Courthouses in Phoenix and Tucson. There are also numerous and 

widespread small-business sized offices in the CenturyLink Arizona service territory, 

such as Armed Forces recruiters, Social Security offices, and offices housing Fish and 

Wildlife Service, National Parks, USDA Forest Service and Farm Service/Agriculhiral 
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employees and agents. Federal employment (Civilian and Active Duty Military) in 

Anzona exceeds 60,000 persons. 

In the aggregate, the DoD/FEA is one of the largest users of telecommunications services 

in Arizona; it also obtains a broad variety of services. Individual customer locations 

cover a wide range of sizes, employing the full panoply of telecommunications services 

from single-line business service to complex, multi-location and specially designed 

networks. As such, it is important to DoDREA that services in Arizona are provided 

competitively, in an efficient manner, at reasonable cost, and with the highest service 

quality and performance. In view of this, DoD/FEA is concerned that a change in the 

regulatory framework concerning CenturyLink’s retail services could directly and 

adversely impact the consumer interests of DoD/FEA. 

A majority of DoDiFEA telecommunications sei-vices are procured under contract 

through competitive bidding. As part of that competitive bidding process, the DoD/FEA 

relies heavily on the availability of retail tariffs in order to evaluate the attractiveness of 

the bids it receives and the expected costs of telecommunications services, as well as a 

price-constraining safety net. Therefore, the effectiveness of the competitive 

procurement process is dependent not only upon there being a number of financially 

strong and technically capable entities that can submit bids but, in the absence of such 

competitors, on the presence of tariffed rates, terms and conditions. 

As one of the state’s largest and most diverse users of telecommunications services, 

DoD/FEA is uniquely positioned to speak to the merit of CenturyLink’s application. 
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TI. PURPOSE AND SUMMARY 

Q. 

A. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

I will respond to CenturyLink’s Application seeking Commission approval to reclassify 

certain retail telecommunications services as competitive and to deregulate certain retail 

telecommunications services as non-essential,’ and also respond to the testimony of Mr. 

Robert Brigham filed in support of CenturyLink’s Application.2 

Q. BRIEFLY DESCRIBE CENTURYLINK’S APPLICATION. 

A. On October 13, 201 1, CenturyLink filed a petition with the Commission seelung: 

a determination pursuant to A.C.C. R14-2-1108 that all Commission- 
regulated retail local exchange services CenturyLink provides are 
competitive telecommunications services, and 

a determination pursuant to A.R.S. §40-281(E) that services in Baskets 2 
and 3 of the current revised Price Cap Plan be dereg~lated.~ 

CenturyLink asserts that the state of competition in Arizona is such that the time is right 

to adopt regulatory panty for all telecommunications providers in the CenturyLink 

4 service area. CenturyLink claims that regulatory panty benefits Arizona consumers by 

reducing unneeded regulatory burdens and allowing CenturyLink to better respond to 

competitive market  condition^.^ 

Q. PLEASE SUMMARIZE YOUR FINDINGS AND CONCLUSIONS. 
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’ Application of Qwest Corporation d/b/a CenturyLink-QC (“CenturyLink”) to Classify and Regulate Retail 
Local Exchange Telecommunications Services as Competitive, And To Classify and Deregulate Certain 
Services as Non-Essential, Docket No. T-01051B-11-0378, October 13, 201 1 (hereafter “Application”). 
Direct Testimony of Robert Brigham on behalf of CenturyLink, Docket No. T-01051B-11-0378, January 25, 
2012 (hereafter “Brigham Direct”). 
Application, pp. 1,  4. The basket structure of the revised Price Cap Plan is discussed below. 
Application, 7 2. See also, Brigham Direct, p. 8, lines 11-13. 
Application, 7 6. 
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A. CenturyLink’s Application represents a sea change in regulation of telecommunications 

services in Arizona. In a nutshell, CenturyLink seeks reclassification of 31 services as 

competitive and deregulation of 158 services in four separate retail tariffs; in essence, this 

application impacts all of its retail services. 

My overarching conclusion is that CenturyLink’s application and supporting testimony is 

insufficient and should be denied as filed. Specifically, the analysis and information 

submitted by CenturyLink in relation to its Application is glaringly devoid of the 

requisite analytical rigor and economic underpinnings for the Commission to approve 

CenturyLink’s request. Before the Commission approves such a request, it must ensure 

that CenturyLink faces effective competition for the specific services subject to the 

Application - or in other words, CenturyLink’s market power is constrained by 

hnctionally equivalent, price-constraining substitutes. CenturyLink lumps all retail 

services together and attempts to reclassify or deregulate them in one fell swoop for its 

entire serving temtory in Arizona as if competitive alternatives were uniformly and 

ubiquitously present across all of Arizona. Obviously this is incorrect, and as will be 

shown below, it is specifically misguided with respect to DoD/GSA’s6 services in 

Arizona. In fact, as will be demonstrated, CenturyLink has failed to properly define the 

geographic and product dimensions of markets in Arizona, and as a result greatly 

overstates the degree to which competitive alternatives curtail its market power. While it 

may be appealing on the surface to rely on the proliferation of newer technologies such as 

wireless devices and Voice over Internet Protocol (“VoIP”) as indicia of a competitive 

The General Services Administration (“GSA”) in most instances arranges for the procurement of 
telecommunications services for most non-military federal government users in Arizona. Because of that, the 
term DoDiGSA is used interchangeably with the term DoDiFEA in this testimony. 
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telecommunications market, these trends must be analyzed in more detail and with more 

rigor than what CenturyLink provides to determine whether and where they are providing 

market disciplining effects. By analogy, CenturyLmk’s application is like pointing to a 

river that is on average one foot deep and ignoring that this in no way precludes 

hazardous portions that can drown man and horse. 

Less than two years ago, the FCC rejected Qwest’s claim that “Qwest is subject to 

effective competition in the Phoenix MSA” - a Metropolitan Statistical Area that covers 

almost half (48%) of the QwestlCenturyLink’s wire centers in Arizona, and is arguably 

the most competitive geographic areas in the State. Since that time, Qwest has merged 

with another large incumbent LEC (CenturyTel/Embarq), a merger which, according to 

CenturyLink’s statements before the Arizona Commission, will allow the merged entity 

to take advantage of increased economies of scale and scope7 as well as “create a stronger 

competitor” that is “better situated, both financially and operationally”’ to compete in the 

telecommunications market. In other words, it is likely that CenturyLink’s market power 

has increased since the time the FCC found a lack of effective competition in Arizona. 

And since CenturyLink will not complete the process of integrating Qwest’s and 

CenturyLink’s operations for a number of years,’ the actual impacts on market power and 

competition stemming from the merger may not be evident for quite some time. This is a 

factor not addressed by CenturyLink in its Application or testimony, and which could 

’ Direct Testimony of James Campbell, ACC Docket No. T-01051B-10-0194, et al., May 24, 2010, p. 13. 
Direct Testimony of Kristen McMillan on behalf of CenturyLink, ACC Docket No. T-01051B-10-0194, et nl., 
May 24, 2010, p. 10, lines 19-22. 
CenturyLink projected a three-to-five year time period for post-merger ~ntegration activities. See, e.g., Direct 
Testimony of Jeff Glover, Docket No, T-01051B-10-0194, et al., May 24, 2010, p. 6, lines 5-6. Since the 
merger closed on April 1, 2011, the merged entity will be conducting post-merger integration activities for 
approximately two to four more years. 
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have a significant impact on CenturyLink’s market power and barriers to entry in 

Arizona. 

I recommend that the Commission deny CenturyLink’s Application unless and until 

CenturyLink rectifies the methodological and analytical flaws in its analysis, and 

provides information showing the presence of effective, price-constraining competition in 

Arizona for the particular services at issue. Until such a showing is made by 

CenturyLink and accepted by the Commission, the current regulatory regime applicable 

to CenturyLink’s retail services should remain in place.” 

111. OVERVIEW OF CENTURYLINK’S APPLICATION 

Q. YOU MENTION ABOVE “BASKETS” OF SERVICES THAT WERE 

ESTABLISHED IN THE REVISED PRICE CAP PLAN IN ARIZONA. PLEASE 

DESCRIBE THE SERVICE BASKETS. 

CenturyLink’s revised Price Cap Plan was established in the Commission’s March 23, 

2006 Opinion and Order in Docket No. T-01051B-03-0454 (Decision No. 68604), which 

A. 

adopted a Settlement Agreement setting out the structure and terms of the revised Price 

Cap Plan.” The revised Price Cap Plan grouped certain services into “baskets,” which 

then determines whether and to what extent CenturyLink is permitted to raise rates for 

See, footnote 11 10 

‘ I  The Settlement Agreement adopted in Decision No. 68604 was executed by Arizona Staff, Qwest, Department 
of Defense, MCI, Time Warner Telecom, Arizona Utilities Investors Association, XO Communications 
Services, and Cox Telecom of Arizona, some of whom are parties in the instant proceeding. The Commission 
established the present revised Price Cap Plan having a term of three years, and continuing until the 
Commission approves a renewed or revised plan, or until the Commission terminates the Settlement Plan. 
Decision No. 68604, Section 17, p. 10. 
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services. There are three baskets containing retail services and one basket containing 

wholesale services: 

Basket 1 : contains Hard-Capped Retail Services whose prices are capped at 
levels existing at the time of the Commission’s Decision No. 68604 (March 
23, 2006) and may not be increased for the duration of the renewed price cap 
plan. 

’ Basket 2: contains Limited Pricing Flexibility Retail Services whose 
individual prices shall not be increased by more than 25% in any 12 month 
period, and whose prices on the aggregate shall not be increased such that the 
overall basket revenue change exceeds the allowable revenue increase. The 
maximum revenue level for purposes of increased prices in Basket 2 was 
established at $13.8 million for the duration of the renewed price cap plan. 

Basket 3: contains Flexibly-Priced Competitive Services whose prices on 
the aggregate may be increased to yield at most an additional revenue of $30 
million plus the remainder of the $13.8 million not used for Basket 2 for the 
duration of the renewed price cap plan. 

Basket 4: contains Wholesale Services whose prices are capped at tariffed or 
contract price levels for the term of the Settlement Plan adopted in Decision 
No. 68604 or until contracts are re-negotiated or the FCC or Commission or 
courts determine that other prices are appropriate. 

CenturyLink’s Application affects all retail services in Baskets 1, 2 and 3, but does not 

affect the wholesale services in Basket 4.12 

Q. PLEASE IDENTIFY THE SERVICES FOR WHICH CENTURYLINK IS 

SEEKING RECLASSIFICATION AS COMPETITIVE. 

A. The services for which CenturyLink seeks competitive reclassification are listed in 

Exhibit RHB-10 to Mr. Brigham’s direct testimony.l3 This list includes 31 individual 

services. All but 5 of these services are Hard-Capped Retail Services in Basket 1, which 

currently reside in the Exchange and Network Sewices Price Cap Tar@ Of the 

Brigham Direct, p. 73, lines 3-9, indicating that CenturyLink is not seeking deregulation or competitive 
classification for services listed in Basket 4. 
Exhibit RHB-10 modifies the list of services originally provided as Attachment A to CenturyLink’s 
Application. 

12 

l 3  
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remaining five services, three services (Flat Rate (PBX) Trunks, Touchtone Calling, and 

Intercept Services) are Limited Pricing Flexibility Retail Services in Basket 2 and two 

services (Switched Transport and Switched Access Services Virtual E1 (Expanded 

Interconnection)) are Flexibly-Priced Competitive Services in Basket 3 . I 4  

Q. WHAT INFORMATION MUST CENTURYLINK PROVIDE IN CONJUNCTION 

WITH ITS REQUEST TO RECLASSIFY THESE 31 SERVICES AS 

COMPETITIVE? 

A. CenturyLmk is requesting reclassification of these services as competitive under A.C.C. 

R14-2-1108. A.C.C. R14-2-1108(B) requires a telecommunications carrier seeking to 

reclassify services as competitive to provide, at a minimum, six categories of 

information: 

B. The petition for competitive classification shall set forth the 
conditions within the relevant market that demonstrate that the 
telecommunications service is competitive, providing, at a 
minimum, the following information: 

1. A description of the general economic conditions that exist 
which make the relevant market for the service one that is 
competitive; 

2. The number of alternative providers of the service; 
3. The estimated market share held by each alternative 

provider of the service; 
4. The names and addresses of any alternative providers of the 

service that are also affiliates of the telecommunications 
company, as defined in R14-2-801; 

5. The ability of alternative providers to make functionally 
equivalent or substitute services readily available at 
competitive rates, terms, and conditions; and 

6. Other indicators of market power, which may include 
growth and shifts in market share, ease of entry and exit, 

l 4  CenturyLink response to Staff data requests STF 3.2, STF 3.3, and STF 3.4. See also, Exhibit €GIB-10. 
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and any affiliation between and among alternative 
providers of the services. 

In addition, A.C.C. R14-2-1108(D) states that the telecommunications carrier(s) seeking 

reclassification of services as competitive bears the burden of proof 

D. In any competitive classification proceeding, the 
telecommunications company filing the petition, and any 
telecommunications company supporting the petition, shall have 
the burden of demonstrating that the service at issue is competitive. 
Classification of the petitioners’ service as competitive does not 
constitute classification of any service provided by another 
telecommunications company as competitive, unless expressly 
ordered by the Commission. 

Q. PLEASE IDENTIFY THE SERVICES FOR WHICH CENTURYLINK IS 

SEEKING DEREGULATION. 

A. The services for which CenturyLink seeks deregulation are listed in Exhibit RHB-11 to 

Mr. Brigham’s direct testimony.” This list includes 158 individual services, of which 35 

are Limited Pricing Flexibility Retail Services in Basket 2 and the remaining 123 are 

Flexibly-Priced Competitive Services in Basket 3. In short, CenturyLink is seeking 

deregulation of all services in the Competitive Exchange and Netwovk Services Tar% 

Competitive Pvivnte Line Tvanspovt Services TavifJ; and Competitive Advanced 

Communications Services Tn~ifJ; with the exception of the five Basket 2 and Basket 3 

services for which competitive reclassification is requested.I6 

Q. ON WHAT BASIS DOES CENTURYLINK SEEK DEREGULATION OF THESE 

158 SERVICES? 
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” Exhibit RHB-11 modifies the list of services originally provided as Attachment B to CenturyLink’s 
Application. 
CenturyLink response to Staff data requests STF 3.3 and 3.4. 16 
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A. CenturyLink is requesting deregulation of these services pursuant to A.R.S. §40-28l(E), 

which states: 

E. When the commission determines after notice and hearing that any 
product or service of a telecommunications corporation is neither 
essential nor integral to the public service rendered by such 
corporation, it shall declare that such product or service is not 
subject to regulation by the commission. 

CenturyLink also indicates that the legal basis for deregulating telecommunications 

services in Arizona is Article 15, $2 of the Arizona Constitution and the judicial 

decisions interpreting it. Section 2 of Article 15 is the definition of “Public Service 

Corporations” which states: 

All corporations other than municipal engaped in furnishing gas, oil, or 
electricity for light, fuel, or power; or in furnishing water for irrigation, 
fire protection, or other public purposes; or in furnishing, for profit, hot or 
cold air or steam for heating or cooling purposes; or engaged in collecting, 
transporting, treating, purifying and disposing of sewage through a system, 
for profit; or in transmitting messages or furnishing public telegraph 
or telephone service, and all corporations other than municipal, 
operating as common carriers, shall be deemed public service 
corporations. (emphasis added) 

CenturyLink and Mr. Bngham conclude without a stated reasonable basis that the A.R.S. 

$40-281(E), Article 15 Q 2 of the Arizona Constitution, and judicial decisions lead to the 

following four criteria for deregulating retail services: 

1. Whether the service constitutes “transmitting messages or furnishing 
public telegraph or telephone service” under Article 15, $2; 

2. Whether the service is presently an essential and integral part of 
“transmitting public telegraph or telephone service”; 

3. Whether the service is clothed with a public interest, such as to make 
the rates, charges, and methods of provision a matter of public 
concern; and 

4. Whether the service is a common carriage operation. 
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Mr. Brigham calls these the “four deregulation cnteria.”l7 According to CenturyLink, 

“[all1 four questions be answered in the affirmative for the Commission to have the 

authority to regulate a service.”’* Mr. Brigham without a stated basis reaches a similar 

conclusion but modifies the mandatory language of the Application from “ m ~ s t ”  to 

Q. IS CENTURYLINK’S REQUEST FOR RECLASSIFICATION AND 

DEREGULATION LIMITED TO JUST THE RATES FOR RETAIL SERVICES? 

A. No. CenturyLink’s Application applies not only to rates but also to the terms and 

conditions by which CenturyLink makes these services available to retail customers. 

This would include terms and conditions related to indemnification and liability,” refkal 

and discontinuance of service,21 ordering and payment,22 darn age^,'^ and many others. In 

effect, approving CenturyLink’s Application would result in CenturyLink withdrawing 

three of its retail tariffs: Competitive Exchange and Network Sewices Tar@, Competitive 

Private Line Transport Services Tariff; and Competitive Advunced Communications 

Services Tar@ These tariffs would no longer exist and CenturyLirik would be in 

complete control (i.e., no Commission oversight) over the rates, terms and conditions 

l7  Brigham Direct, p. 62 and Application, p. 9, 7 16. 
Application, p. 9,l 16. (emphasis added) 
Brigham Direct, p. 63, lines 9-10 (“I agree with the statement in the Application that all of the criteria should be 
answered in the affirmative before rate regulation should apply.”) (emphasis added, italics in original) 
Competitive Private Line Transport Services, Section 2.1.3; Competitive Advanced Communications Services, 
Section 2.1.3. 
Competitive Private Line Transport Services, Section 2.1.7; Competitive Advanced Communications Services, 
Section 2.1.7. 
Competitive Private Line Transport Services, Section 2.3.1 ; Competitive Advanced Communications Services, 
Section 2.3.1. 
Competitive Private Line Transport Services, Section 2.3.8; Competitive Advanced Communications Services, 
Section 2.3.8. 

l 9  

2o 

21 

22 

23 
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governing these services - and whether the services are provided at all. The remaining 

retail tariff, the Exchange and Network Services Price Cap T a r 8  would be classified as 

competitive under CenturyLink’s Application, thereby allowing CenturyLink to make 

changes to the rates, terms and conditions with less Commission oversight. 

IV. CENTURYLINK HAS NOT SHOWN THAT ITS PROPOSALS WILL NOT 
NEGATIVELY AFFECT THE RESULTS OF DoD/GSA’S 
TELECOMMUNICATIONS SERVICES PURCHASES 

Q. WHAT TYPES OF TELECOMMUNICATIONS SERVICES DOES DoD/GSA 

PURCHASE IN ARIZONA? 

The DoD/GSA represents a wide range of entities of different sizes purchasing a large A. 

variety of telecommunications services in Arizona. For example, numerous military 

bases in Arizona fall under the DoD, such as the U.S. Army’s Yuma Proving Ground 

(one of the largest military installations in the world), Fort Huachuca Army Base, Davis- 

Monthan Air Force Base, and Luke Air Force Base. These military bases typically 

purchase Integrated Services Digital Network Primary Rate Interface (“ISDN-PRI”) 

service, commercial subscriber line service and associated optional features, foreign 

exchange lines, exchange access trunks, transport services, data point-to-point circuits, 

Direct-Inward-Dial numbers (“DIDs”), and others. The particular services and amounts 

vary based on the official communications needs of each military installation. Without 

the important national security mission involved, these military installations might look 

much like large businesdenterprise customers in terms of the telecommunications 

services they purchase. DoD also provides telecommunications procurement for many 

military recruiting offices (as well as other military entities) throughout Arizona, which 
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are often store-front offices in strip mall locations. These offices typically purchase a 

few local subscriber lines, much like small business customers. The GSA also generally 

procures telecommunications services for federal government customers, such as the 

Department of Veteran Affairs Medical Centers in Phoenix and Tucson, Federal 

Buildings and Courthouses in Phoenix and Tucson, Social Security offices, and offices 

housing Fish and Wildlife Service, National Parks, USDA Forest Service and Farm 

Service/Agricultural employees and agents. These entities buy a large variety of services 

and, depending on their size and needs, may operate under small contracts or large 

contracts, with possibly hundreds of access lines and associated features and services. 

These federal government customers generally might be viewed as akin to medium to 

large sized business customers in terms of their telecommunications’ needs. 

Q. PLEASE EXPLAIN HOW THE DoD/GSA PROCURES LOCAL SERVICES IN 

ARIZONA? 

A. For the most part, DoD/GSA customers procure local services for official 

communications consistent with a federal requirement that contracts be awarded as a 

result of an open and, to the largest extent possible, competitive bidding process. This 

process is generally consistent with the procurement of telecommunications services by 

non-governmental entities in that it starts with a detailing of technical specifications 

based on specific telecommunications needs. The specifications are released to the 

public to attract the maximum possible number of qualified bids from 

telecommunications vendors. To facilitate the bidding and to draw in as many possible 

bidders, the issuing entities may often hold pre-bidding conferences to answer questions 

and further explain the technical specifications of a contract. Once bid proposals are 
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received and the window for responses closes, the bids are evaluated on a number of 

criteria, including price, reliability, technical qualifications, past performance, etc. As 

will be discussed below, while the process is structured to elicit the maximum number of 

competitive responses, most of the time in Arizona, the responding companies are few 

and not infrequently the sole bid proposal is from the incumbent. This is often a function 

of the incumbent having the necessary local facilities in place to meet the technical 

specifications, which is more difficult for alternative providers who may need to build 

from scratch or lease facilities. 

Q. DOES CENTURYLINK’S APPLICATION AFFECT THE TYPES OF SERVICES 

USED BY THE DoD/GSA IN ARIZONA? 

Yes. Some of the primary services used by the military installations discussed above 

include ISDN-PRIs, basic business lines and associated vertical features. These are all 

services for which CenturyLink is seeking either deregulation or reclassification. 

A. 

Q. PLEASE EXPLAIN HOW THE DoD/GSA WOULD BE AFFECTED IF 

CENTURYLINK’S APPLICATION IS APPROVED. 

While, as described previously, the bidding process is structured to elicit competitive 

responses, DoD/GSA customers in Arizona remain critically dependent on CenturyLink’s 

local offerings and network. Indeed, there is little actual competition for the federal 

telecommunications services contracts covering local services, and the level of 

competition has decreased in recent years. Qwest/CenturyLink is the vendor for local 

services for both major Army installations in Arizona, QwesKenturyLink holds three of 

the five local service contracts covering Air Force installations in Arizona, and is one of 

A. 
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only two awardeesZ4 for the GSA overarching contract for local services in Arizona. For 

some of these contracts, QwestKenturyLink was the only bidder and none of these 

contracts had more than two vendors submit a bid.25 This means that in the absence of 

intense competition (and a multitude of qualified competitive bids), the “hard cap” of 

CenturyLink’s tariff offerings, which would be significantly eliminated if the 

CenturyLink Application is approved, serves as an essential backstop, an ultimate 

protection against unreasonable bids and price increases. But CenturyLink’s tariffs play 

another important role: DoD/GSA’s contracting officers rely on CenturyLink’s existing 

tariffs to evaluate the merit of new bids by CenturyLink for new contracts or contract 

renewals. That is, in the absence of true competition (and a multitude of qualified 

competitive bids), tariffs are essential in setting benchmarks for reasonableness, not just 

in terms of price but also terms, conditions and quality. 

Q. THE DoD/FEA REACHED A SETTLEMENT AGREEMENT WITH 

CENTURYLINK IN CONJUNCTION WITH THE QWEST/CENTURYLINK 

MERGER. DOES THAT SETTLEMENT AGREEMENT PROTECT THE 

DoD/FEA FROM THE POTENTIAL HARMS OF PREMATURELY 

APPROVING CENTURYLINK’S APPLICATION? 

These two awardees do not actually compete for all non-military contracts in Arizona. 
CenturyLink’s recent response to data request DoDEEA-CTL 11.1 identifies “COX’ as a competitor for the 
local services contract for Luke Air Force Base and “Time Warner” as a competitor for the local services 
contract for Davis-Monthan Air Force Base. It is my understanding that these carriers either did not submit bids 
or did not submit timely bids for these contracts. Bid proposals that are submitted after the posted deadline are 
not accepted or considered. 
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A. No. The merger Settlement Agreement between CenturyLink and DoDiFEA (adopted by 

the Commissionz6) conditionally places a cap on certain services for a period of three 

yearsz7 in Arizona. Those services are: retail Business Lines with or without Qwest 

Packages (single or multi-line), Centrex, Qwest Utility Line TM, and PBX trunks. This 

Settlement Agreement covers a limited amount of services for a limited time (with 

approximately two years remaining on the three-year term). Although it is my 

understanding that the Settlement Agreement is not impacted by CenturyLink’s 

Application, the Settlement Agreement does not provide the same level of protection and 

assurances to DoDREA that are provided by the Commission’s current regulatory 

oversight or would be provided by actual price-constraining competition. 

Q. IF DoD/GSA PURCHASES TELECOMMUNICATIONS SERVICES FROM A 

CONTRACT, AREN’T THEY INSULATED FROM THE IMPACT OF 

APPROVING CENTURYLINK’S APPLICATION? 

A. No; they would be protected only in a truly competitive market, but telecommunications 

markets in Arizona are not ubiquitously competitive. As discussed, often DoD/GSA 

customers receive only one or two responses to their requests for proposals, leaving them 

without the protection of competitive markets and not infrequently at the mercy of the 

incumbent, CenturyLink. 

Decision No. 72232 (March 9, 201 l ) ,  p. 57, approving the merger between Qwest and CenturyLink subject to 
various settlement agreements, including a settlement agreement between QwestiCenturyLink and DoDIFEA. 
The three year term can be extended based on the mutual consent of both parties, but may be cancelled after the 
three-year term on 60 days notice. 

26 
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CENTURYLINK’S SHOWING IS FATALLY FLAWED AND INCOMPLETE, 
FAILING TO DEMONSTRATE THAT IT LACKS MARKET POWER; ITS 
COMPETITIVE RECLASSIFICATION REQUEST SHOULD BE DENIED 

V. 

Q. HAVE YOU REVIEWED CENTURYLINK’S APPLICATION AND MR. 

BRIGHAM’S TESTIMONY AND EXHIBITS? 

A. Yes. 

Q. DO YOU HAVE ANY CONCERNS ABOUT CENTURYLINK’S APPLICATION? 

A. Yes. CenturyLink has not provided information sufficient for the Commission to either 

reclassify the services listed in Exhibit RHB-10 as competitive or to deregulate the 

services listed in Exhbit RHB-11. I will address the request to reclassify services as 

competitive in this section of my testimony, and will address the request for deregulation 

in Section VI below. 

Q. PLEASE ELABORATE ON YOUR CONCERNS ABOUT CENTURYLINK’S 

REQUEST TO RECLASSIFY CERTAIN SERVICES AS COMPETITIVE. 

A. Before the Commission can approve CenturyLink’s request to reclassify services in 

Exhibit RHB-10 as competitive, it must conclude that CenturyLink’s market power is 

constrained by effective, price-constraining competition in the “relevant market.” If the 

Application is approved before the presence of effective competition is established, 

CenturyLink will have the ability to exert market power and raise the prices for the 

reclassified services to supracompetitive levels.” Such an outcome would harm Arizona 

28 I refer to “supracompetitive” rate levels to mean prices that exceed those which would be established and 
sustained by market forces in an effective competitive market. 
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consumers by forcing them to pay more for telecommunications services and without the 

ability to switch to an alternative service provider to avoid the higher prices. 

WHAT IS MARKET POWER? 

For the purposes of my testimony, I will refer to market power as the ability of a firm to 

raise prices, reduce output, diminish innovation, or otherwise harm consumers as a result 

of the lack of competitive constraints or  incentive^.^^ A firm possessing market power 

can unilaterally raise and sustain prices profitably above a competitive level. 

SHOULD MARKET POWER BE ANALYZED IN EVALUATING 

CENTURYLINK’S REQUEST TO RECLASSIFY SERVICES AS 

COMPETITIVE? 

Yes. Market power is a key component of the criteria for reclassifying services under 

Rule llOX.B.6, and Mr. Brigham recognizes the importance of constraints on 

CenturyLink’s market power repeatedly throughout his te~timony.~’ 

HOW HAS MARKET POWER IN TELECOMMUNICATIONS MARKETS BEEN 

ANALYZED IN TI-IE PAST? 

Market power has been analyzed by the Federal Trade Commission (“FTC”) and 

Department of Justice (“DoJ”) as well as the FCC in the past by using a market power 

analysis. A traditional market power analysis is conducted by first establishing product 

and geographic markets, and then evaluating the competitive alternatives available in 

those markets to which consumers would be willing and able to switch in response to a 

2 9  

30 

See, e.g., United States Department of Justice, Horizontal Merger Guidelines (2010), p. 2. 
Brigham Direct, p. 5, lines 14-15; p. 7, lines 9-1 1; p. 11, lines 23-25; p. 20, line 18; p. 21, line 22 - p. 22, line 1; 
p. 24, line 6; p. 53, lines 18-20; p. 53, lines 18-23; and p. 59, lines 18-19. 
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nalytical framework that the FTC/DoJ has used consistently 

for evaluating impacts on market power stemming from mergers and acquisitions 

involving actual or potential competitors under the federal antitrust laws.31 The FCC has 

also used this framework for various purposes, including applications to transfer control 

of licenses and for petitions for forbearance from dominant camer  regulation^.^^ The 

FCC explained the purpose of the market power analysis as follows: “...the 

Commission’s market power analysis was designed to identify when competition is 

sufficient to constrain carriers from imposing unjust, unreasonable, or unjustly or 

unreasonably discriminatory rates, terms, and conditions, or from acting in an 

anticompetitive manner.,733 

A. DeJining the Relevant Market 

Q. WHAT DO ARIZONA REGULATIONS SAY ABOUT DEFINING THE 

“RELEVANT MARKET”? 

A. Rule 1108 states that a telecommunications company petitioning the Commission to 

reclassify services as competitive must ”set forth the conditions within the relevant 

market that demonstrates that the telecommunications service is competitive.” (emphasis 

added). The term “relevant market” is defined in Arizona regulations as follows: 

Where buyers and sellers of a specific service or product, or a group of 
services or products, come together to engage in transactions. For 

3 ’  

j2 

Horizontal Merger Guidelines (201 0) ,  5 1. 
In the Matter of Application of EchoStar Communications Corporation, (a Nevada Corporation), General 
Motors Corporation, and Hughes Electronics Corporation (Delaware Corporation); (Transferors) and 
EchoStar Communications Corporation (a Delaware Corporation); (Transferee); CS Docket No. 01-38, 17 
FCC Rcd 20559; FCC 02-284, October 18, 2002 (”Echostar Order”). See also, In the Matter ofpetition of 
mest Corporation for  Forbearance Pursuant to 47 U.S.C. $ 160(c) in the Phoenix, Arizona Metropolitan 
Statistical Area, WC Docket No. 09-135, FCC 10-1 13, June 22,2010 (“FCC Phoenix Forbearance Order”). 
FCC Phoenix Forbearance Order, 137 .  33 
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telecommunications services, the relevant market may be identified on a 
service-by-service basis, a group basis, andlor by geographic location.34 

Q. HOW SHOULD “RELEVANT MARKET” BE DEFINED IN THIS 

PROCEEDING? 

A. The relevant market should be defined for these purposes as it has been defined for 

traditional market power analyses - in terms of both a product market and geographic 

market.35 This is the best way to evaluate whether and to what extent alternative 

providers and products are reasonably available to consumers. The FTC/DoJ Horizontal 

Merger Guidelines explain that product and geographic market definitions are used to 

identify market participants and measure market shareslc~ncentration~~ - both of which 

are relevant to evaluating market power. 

Q. WHAT IS A PRODUCT MARKET, AS THAT TERM IS USED IN A 

TRADITIONAL MARKET POWER ANALYSIS? 

A. The product market has been defined as a group of competing products for which a 

hypothetical monopoly provider of the products would profitably impose at least a small 

but significant and nontransitory increase in price.37 When defining the product market, 

the focus is on a consumer’s ability and willingness to substitute away from one product 

to another in response to a price in~rease.~’  As such, the product markets defined in the 

34 A.A.C. R14-2-1102(12). 
Horizontal Merger Guidelines (2010), 5 4 (“Although discussed separately for simplicity of exposition, the 
principles described in Sections 4.1 and 4.2 are combined to define a relevant market, which has both a product 
and a geographic dimension.”) See also, FCC Phoenix Forbearance Order, 7 42 (“our market power analysis 
begins by defining the relevant product and geographic markets and by identifying the market participants.”) 
Horizontal Merger Guidelines (2010), $4. “Market participants” is defined in the HMG to include “[all1 firms 
that cumntly earn revenues in the relevant market.” ($5.1) 
FCC Phoenix Forbearance Order, footnote 141, citing Horizontal Mevger Guidelines, $ 4  1.11, 1.12. 
Horizontal Merger Guidelines (2010), $4. 

35 

36 

37 

38  
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telecommunications industry typically recognize distinctions between various customer 

categories - e.g., mass market, smaWmedium business and large business/enterprise - 

because those customers purchase different types of telecommunications services. In 

simple terms, if a consumer is able and willing to substitute away from product X to 

product Y in response to a price increase for product X, then products X and Y should 

llkely be included in the same product market. And if a consumer is not able and willing 

to substitute away from product X to product Y in response to a price increase for product 

X, then products X and Y should not be included in the same product market. 

Q. WHAT IS A GEOGRAPHIC MARKET, AS THAT TERM IS USED IN A 

TRADITIONAL MARKET POWER ANALYSIS? 

The geographic market has been defined “as the region where a hypothetical monopolist A. 

that is the only producer of the relevant product in the region would profitably impose at 

least a ‘small but significant and nontransitory’ increase in the price of the relevant 

product, assuming that the prices of all products provided elsewhere do not change.”39 In 

simple terms, the geographic market should be defined as the region where alternative 

providers and products are available and to which consumers can migrate in response to a 

price increase. If there are ample competitive providers and products in City A but not 

City B, the Cities A and B should not be included in the same geographic market. The 

same rationale applies to other geographic boundaries, such as wire centers, MSAs, or the 

state as a whole. 

39 FCC Phoenix Forbearance Order, footnote 142, citing HorizontnlMerger Guidelines, $9 1.21. 
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IS THERE A WAY TO MEASURE CONSUMERS’ ABILITY AND 

WILLINGNESS TO SUBSTITUTE AWAY FROM ONE PRODUCT TO 

ANOTHER IN RESPONSE TO A PRICE INCREASE? 

Yes. This behavior is measured by the elasticity of demand. 

DID CENTURYLlNK OR MR. BRIGHAM RF,LY ON ANY DEMAND 

ELASTICITY STUDIES IN SUPPORT OF CENTURYLINK’S DIRECT CASE? 

No. 

ARE THERE OTHER INDICATORS OF THE EXTENT TO WHICH 

CENTURYLINK’S PRICES ARE CONSTRAINED BY COMPETlTION? 

Yes. Competitive pressures tend to drive prices toward cost. Therefore, the margin 

between CenturyLink’s retail prices and the underlying costs of those services provides 

insight into the level of competitive pressure exerted on those services. The greater the 

competitive pressures, the smaller the margin between price and cost will be - and vice 

versa. To analyze this issue, the DoD/FEA issued data request DoD/FEA-CTL 11.15 

seeking the most recent incremental cost studies related to the services for which 

CenhiryLink is seeking reclassification and deregulation. CenturyLink responded that it 

does not have cost studies responsive to the request. However, the absence of‘ this cost 

information eliminates another opportunity to determine whether and to what extent 

CenhiryLink is facing price-constraining competition in Arizona. 

WHAT ARE THE RISKS OF DEFINING A RELEVANT MARKET 

INCORRECTLY? 
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A. There are two errors that can occur when defining the relevant market: (1) defining a 

market too narrowly and (2) defining a market too broadly - each of whch can lead to 

erroneous results. If a market is defined too narrowly, it will exclude alternative 

providers and products that should actually be counted and to whch customers could 

choose as a substitute in response to a price increase. A market defined too narrowly 

would also result in artificially high market shares for the market because it excludes 

other firms over which the total market share should be distributed. This could result in 

an erroneous finding that market power exists, when it actually does not. 

A market defined too broadly has the exact opposite impacts. It will include alternative 

providers and products that should not actually be counted and to which customers could 

not choose as a substitute in response to a price increase. In its most extreme, consider 

that if the market is defined as a national market, then one may inadvertently count as a 

potential competitor to CenturyLink in Arizona a competitive local exchange carrier 

(“CLEC”) that operates, say, exclusively on the East Coast. Obviously, that would be 

erroneous. A market defined too broadly would also result in artificially low market 

shares for the market because total market share would be distributed over firms that 

should not be included. This could result in an erroneous finding that market power does 

not exist, when it actually does. 

B. CenturyLink Fails to Properly DeJine the Relevant Market Which Exaggerates 
The Level of Competition in Arizona 

Q.  HOW HAS CENTURYLINK DEFINED THE “RELEVANT MARKET”? 
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A. CenturyLink was asked about t h s  issue in discovery because the answer to this question 

is not evident from CenturyLink’s Application or Mr. Brigham’s testimony. Data 

Request DoD/FEA-CTL 11.7 asked the following: 

Did Mr. Brigham define a “product market” for the analysis in h s  
testimony? If so, describe the product market used. If not, explain why 
no product market was defined. 

Mr. Brigham responded as follows: 

CenturyLink asks the Commission to classify the services listed on 
Attachment A of its Application as competitive. Those services are 
related to the provision of voice communications service. As described in 
Mr. Brigham’s testimony, cable companies, CLECs, wireless providers 
and VoIP providers compete with CenturyLink by offering a wide variety 
of voice services and features throughout the state. 

I interpret Mr. Brigham’s response as CenturyLink defining the product market as “voice 

communications service.” 

Staff asked CenturyLink about the definition of the “relevant market” in data request 

STF1.2. CenturyLink replied that it was proposing to define the “relevant market” as the 

“CenturyLink QC serving area in the state of Arizona, including all CenturyLink QC 

exchanges in the state.. .” Stated differently, there is a single geographic market 

proposed by CenturyLink which encompasses all 132 CenturyLink Arizona wire centers. 

When asked why this definition was being proposed by CenturyLink instead of a smaller 

geographic scope (data request DoDIFEA-CTL 11.6), CenhiryLink responded, in part, that 

it “is facing competition throughout its serving area in the state” and that “the 

telecommunications market today is not constrained by wire center boundaries.” 

Q. DO YOU AGREE WITH THE WAY IN WHICH CENTURYLINK HAS 

DEFINED THE RELEVANT MARKET? 
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eographic dimensions too broadly. 

PLEASE ELABORATE ON THE FLAWS IN CENTURYLINK’S PRODUCT 

MARKET DEFINITION. 

CenturyLink lumps all services on Attachment A together into the same “voice 

communications services” product market. One problem with this approach is that 

numerous services on Attachment A are not providing voice services. For example, Pole 

Attachments (E 11.2) are one of these services, which allow an entity to attach wires to 

CenturyLink’ s poles where such attachments are feasible by self-provisioning brackets 

and ins~lators.~’ Pole Attachments do not provide voice services. Moreover, it is 

incorrect to suggest that the existence of mobile wireless service or VoIP-based services 

provide an alternative - let alone a price-constraining substitute - to CenturyLink’s Pole 

Attachments service. The same goes for other services listed on Attachment A, including 

Returned Check Charge (E 2.3.2), Termination of Service (E 2.2.9), Temporary 

Suspension of Service (E 2.2.10)’ Assigning and Changing of Telephone Numbers (E 

2.2.7), Telephone Assistance Programs (E 5.2.6), and others. Because of the flaw in 

CenturyLink’s product market definition, CenturyLink has failed to show whether any 

price-constraining substitutes exist for the retail services it seeks to reclassify. 

IS THERE ANOTHER FLAW WITH CENTURYLINK’S PRODUCT MARKET 

DEFINITION. 

Yes. CenhiryLink’s proposed product market assumes that all services on Attachment A 

are substitutes €or one other. Recall that for services to properly be in the same product 

40 Exchange and Network Services Price Cap Tariff, 5 11 
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market, consumers must be willing and able to substitute to Product Y in response to a 

price increase for Product X. By way of example, CenturyLink is proposing to reclassify 

as competitive Flat Rate Service (E 5.2.4), which “entitles customers to an unlimited 

number of calls within the local calling area” for a flat monthly rate ($13.18 per month 

for residence customers and $30.40 per month for business c~stomers) .~’  If CenturyLink 

were to increase the prices for this service, consumers would obviously not switch to 

some other services on Attachment A, such as Emergency Transport Backup (“ETB”) 

(which provides dedicated trunks/lines for another routing path from the caller to the 

PSAP for 91 1 calls) or DSl/DS3 switched transport (which provides transmission 

facilities between the customer’s premises and end office switches). Nor would 

consumers likely switch to mobile wireless service or VoIP services, for example, in 

response to price increases for ETB or DSUDS3 switched transport services. 

In sum, the product market definition proposed by CenturyLink is too broad and needs to 

be narrowed in order for reasonably available substitute services to be identified. This 

requires analyzing each service on Attachment A individually, and including in the 

product market only those services that are reasonable substitutes. This type of analysis 

is critical to determining whether alternatives are reasonably available to Arizona 

consumers. 

Q. PLEASE ELABORATE ON THE FLAWS IN CENTURYLINK’S GEOGRAPHIC 

DEFINITION. 

4 ’  Exchange and Network Services Price Cap Tariff, 
business customers. A non-recurring charge also applies. 

5.2.4. There is Flat Rate Service for both residential and 
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CenturyLink’s proposed geographic market of the entire CenturyLink Anzona serving 

area glosses over important variations in competitive characteristics between geographx 

regions within that larger temtory. For example, Mr. Brigham discusses in his testimony 

and illustrates in Exhibit RHB-5 service areas in the CenturyLink Arizona footprint 

without wireless coverage. The competitive characteristics and potential alternatives to 

CenturyLink’s voice services are different in these areas compared to areas in the 

CenturyLink Arizona footprint with wireless coverage. In addition, Mr. Brigham 

provides Exhibit RHB-4, which shows that ***BEGIN CONFIDENTIAL 

A. 

- END CONFIDENTIAL*** Mr. Brigham also discusses in h ~ s  

testimony that coverage of cable providers varies on a geographic scope smaller than 

CenturyLink’s Arizona serving t e r r i t ~ r y . ~ ~  

Q. HAS THE ARIZONA COMMISSION PREVIOUSLY ACKNOWLEGED THAT 

COMPETITIVE CHARACTERISTICS VARY ON A GEOGRAPHIC SCOPE 

SMALLER THAN CENTURYLINK ARIZONA’S ENTIRE SERVICE 

TERRITORY? 

Yes. When Qwest sought forbearance from dominant carrier regulations at the FCC, the 

Arizona Corporation Commission advocated for a geographic market of individual 

exchanges (or zip codes) because “the degree of competition is not the same throughout 

the Phoenix MSA.”43 If the degree of competition varies among the 64 wire centers that 

make up the Phoenix MSA, then the degree of competition certainly is not the same 

A. 

42 

43 

Brigham Direct, p. 24, lines 16-23. 
Reply Comments of the Arizona Corporation Commission, WC Docket No. 09-135, March 2, 2010, p. 6 
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among the 132 total CenturyLink Arizona wire centers. It is for t h s  reason that 

CenturyLink’s proposed geographic market is too broad. 

Q. IS THERE ANOTHER PROBLEM WITH CENTURYLINK’S PROPOSED 

GEOGRAPHIC MARKET DEFINITION? 

Yes. Despite responding to Staff data request STF 1.2 that CenturyLink’s proposed 

“relevant market” is the CenturyLink QC service area in the state of Arizona, 

CenturyLink proposes an entirely different geographic market for analyzing enterprise 

A. 

customers. Mr. Brigham states that the large business/enterprise market should be 

viewed on a larger geographic scale such as multiple states or n a t i ~ n w i d e . ~ ~  This is 

flawed. The reason for not defining the market so broadly is relatively simple: services 

available to enterprise customers from other carriers such as AT&T and Verizon in 

another state such as New York or California are not necessarily available to enterprise 

customers in Arizona. As a result, those services would not and could not serve as 

substitutes to enterprise customers in Arizona, and in turn, enterprise customers could not 

migrate to those services in response to a price increase for CenturyLink’s services. 

Q. CAN YOU PROVIDE AN EXAMPLE SHOWING THAT CENTURYLINK’S 

PROPOSED GEOGRAPHIC MARKET IS TOO BROAD? 

Yes. One example is the U.S. Army, which has military installations in Yuma (Yuma A. 

Proving Ground) and Sierra Vista (Fort Huachuca). Despite seeking competitive bids for 

the provisioning of telecommunications services that provide between $750,000 and 

$1,000,000 in revenue to the services provider over a five year period, the U.S. Army 
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received a single bid to serve the installation in Yuma, and only two bids to serve Fort 

Huachuca (both of which were awarded to QwestiCenturyLink). The competitive 

alternatives obviously differed between the two areas within CenturyLink Arizona’s 

serving territory. 

Q. MR. BRIGHAM STATES THAT “CENTURYLINK’S ‘MARKET POWER’ IS 

CONSTRAINED BY COMPETITION TODAY, AND THE MARKET POWER OF 

THE COMBINED COMPANY WILL CONTINUE TO BE CONSTRAINED BY 

INCREASING COMPETITION IN THE FUTURE.”45 HAS HE PROVIDED THE 

INFORMATION NEEDED TO SUBSTANTIATE THIS ASSERTION? 

A. No. The ability to constrain market power is analyzed by determining whether a 

hypothetical profit-maximizing firm that is the only present and future seller of services 

in a particular product market likely would impose at least a small but significant and 

non-transitory increase in price on at least one product in the market.46 This involves 

properly defining the product and geographic markets, identifying the market 

participants, and measuring consumers’ ability and willingness to switch to substitutes in 

response to the price increase of the hypothetical profit-maximizing firm. Not only has 

CenturyLink defined the “relevant market” too broadly, it has not conducted the 

level of analysis needed (such as presenting price elasticity of demand data) to show 

that consumers would or could substitute away from CenturyLink’s services in 

response to such a price increase. 

45 

46 

Brigham Direct, p. 11, lines 23-25. 
Horizontal Merger Guidelines (2010), $4.1.1. See also, FCC Phoenix Forbearance Order, 156 .  
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Q. ARE YOU SAYING THAT THE MARKET PARTICIPANTS IDENTIFIED AND 

MARKET SHARES PRESENTED BY MR. BRIGHAM ARE IRRELEVANT? 

A. No, they are not entirely irrelevant. However, under a traditional market power analysis, 

the relevant market participants and market shares are a function of the defined “relevant 

market.” By defining the “relevant market” too broadly, Mr. Brigham’s conclusions 

are biased and, strictly speaking, meaningless. Moreover, identifying competitors 

and market shares are just part of the picture. Determining consumers’ ability and 

willingness to  switch to competitive alternatives in response to a price increase is a 

critical component of a market power analysis that is missing in CenturyLink’s 

testimony. Absent this critical component, it is impossible to verify CenturyLink’s 

assertion that its market power is constrained now and in the future. 

Q. HAS CENTURYLINK PROVIDED DATA SHOWlNG THAT COMPETITION 

MAY NOT BE CONSTRAINING CENTURYLINK’S RETAIL PRICES? 

Yes. In data request DoD/FEA-CTL 11.14, the DoD/FEA asked CenturyLink to provide a 

list of all CenturyLink price changes over the past five years. CenturyLink provided this 

data in confidential attachment DOD 2.14A. ”**BEGIN CONFIDENTIAL - A. 

END CONFIDENTIAL*** This data is not indicative of an 
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In fact, it is “extremely c ~ m p e t i t i v e ” ~ ~  marketplace, as contended by Mr. Brigham. 

indicative of a lack of price-constraining, effective competition. 

C. The market participants and market shares identi$ed by CenturyLink are 
biased because of its improper definition of the relevant market. 

Q. WHAT MARKET PARTICIPANTS ARE IDENTIFIED BY CENTURYLINK IN 

RELATION TO ITS REQUEST TO RECLASSIFY SERVICES AS 

COMPETITIVE? 

Mr. Brigham identifies the following categories of competitors: (1) cable providers; (2) 

CLECs; ( 3 )  mobile wireless providers; and (4) Voice over Internet Protocol (“VoIP”) 

A. 

providers. 

Q. BEFORE ADDRESSING THESE MARKET PARTICIPANTS, DO YOU HAVE 

ANY GENERAL COMMENTS ABOUT CENTURYLINK’S TESTIMONY 

ABOUT THEM? 

Yes. The primary thrust of Mr. Brigham’s testimony identifies providers with a presence A. 

in Arizona and discusses at a relatively high level some of the services they provide. 

CenturyLink does not match up the services of these providers to the CenturyLink 

services it seeks to reclassify. This leaves a gaping hole in CenturyLink’s analysis, which 

results in the inability to determine whether, in fact, there are true substitutes for these 

services that could or would constrain CenturyLink’s market power in the relevant 

market. In addition, some of the alternative providers and products identified by 

CenkiryLink may be closer substitutes for some CenturyLink services than others. For 

” Brigham Direct, p. 3, line 17., 



1 

2 

3 

4 

5 

6 

7 

8 

9 
10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

example, mobile wireless servic may be 

Arizona Corporation Commission 
Docket No. T-01051B-11-0378 

DODREA 
Direct Testimony of August H. Ankum 

March 16,2012, Page 35 

closer substitute for Flat Rate Service (E 

5.2.4) than for DSUDS3 switched transport service (Q7.1-7.9). However, by lumping all 

services listed on Attachment A into a single “voice communications service” product 

market, CenturyLink glosses over these critical distinctions. Finally, CenturyLink does 

not provide the information necessary to demonstrate that the alternative providers and 

products it has identified provides price-disciplining competition for the services for 

which CenturyLink seeks reclassification. These are not just technical shortcomings, but 

go to the heart of determining whether effective competition exists in Arizona. 
- 

1. Cable Providers Do Not Provide Reasonably Available Alternatives 
for DoD/GSA 

Q. M R .  BRIGHAM IDENTIFIES A HANDFUL OF CABLE TELEPHONY 

PROVIDERS THAT HE CLAIMS PROVIDES DIRECT SUBSTITUTES TO 

CENTURYLINK SERVICES.48 PLEASE RESPOND. 

A. The extent to whch cable telephony providers present a price-constraining substitute to 

CenturyLink’s services depends on the services and, customer classes at issue. My review 

of CenturyLink’s Application and testimony in this proceeding, the public documents 

submitted in the FCC’s Phoenix Forbearance proceeding (WC Docket No. 09-135), and 

independent research of Cox’s website indicates that Cox has a significant presence in 

Arizona. In addition, since cable telephony providers do not typically rely on incumbents 

like CenturyLink for the last mile connections, they have a better chance of avoiding the 

type of market power abuses that can be exerted over competitors who rely on 

CenturyLink’s wholesale services. The problem is that CenturyLink does not 

48 Brigham Direct, pp. 24-30. 
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demonstrate whether or to what extent Cox's (or any other cable provider's) 

presence disciplines the prices for CenturyLink's wireline services. 

Q. IF WE OVERLOOK TEE LACK OF ANALYSIS RELATED TO CABLE 

TELEPHONY PROVIDERS AS PRICE-CONSTRAINING SUBSTITUTES AND 

ASSUME THAT THEY ARE A SUBSTITUTE TO CENTURYLINK'S 

WIRELINE SERVICES, IS IT SAFE TO ASSUME THAT CENTURYLINK'S 

PRICES WILL BE HELD AT COMPETITIVE LEVELS? 

A. Not necessarily. If CenturyLink and a cable company are the only options reasonably 

available in a particular market, it could result in an effective duopoly - or a situation in 

which two companies own all or nearly all of the market for a given product or service. 

Under this scenario, CenturyLink's prices could still reach supracompetitive levels, 

thereby harming consumers. The FCC recognized this potential outcome in relation to 

Qwest's petition for forbearance from dominant carrier regulations: 

The potential for supracompetitive prices may be a concern where there is 
a cluopoly or a market dominated by a few firms and there are high 
barriers to entry into the market. Economists, courts, and the Commission 
have long recognized that duopolies may present significant risks of 
collusion and supracompetitive pricing, which can lead to significant 
decreases in consumer welfare. 49 

Importantly, I am not suggesting that there would be any type of intentional or illegal 

collusive behavior between CenturyLink and any cable company, and indeed, no such 

behavior is needed in order for the risks of a duopoly to exist.50 """BEGIN 

CONFIDENTIAL 

49 

50 
FCC Phoenix Forbearance Order, 11 29. 
The FCC referred to tacit collusion, in which firms behavior is coordinated by firms observing and anticipating 
their rivals' behavior, rather than through explicit agreement or illegal conduct. FCC Phoenix Forbearance 
Order, footnote 86. 
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END 

CONFIDENTIAL* ** 

Q. M R .  BRIGHAM REFERENCES CONTRACTS COX HAS WITH SHEA 

PROPERTIES AND THE PHOENIX SCHOOL DISTRICT AS SUPPORT FOR 

HIS STATEMENT THAT COX SERVES BUSINESS AND GOVERNMENT 

CUSTOMERS.51 WOULD YOU LIKE TO RESPOND? 

Yes. Mr. Brigham provides excerpts from Cox’s website describing “case studies” 

related to these customers to “illustrate Cox’s presence in the Phoenix MSA business 

market[.]”52 CenturyLink relied on these same exact case study descriptions at the FCC 

to “illustrate Cox’s presence in the Phoenix MSA business market[.]’’53 The FCC was 

not persuaded that these case studies resulted in effective competition for business or 

government customers. Instead, the FCC found that competitive carriers including Cox 

had constructed their own last-mile connections to enterprise customers in the Phoenix 

A. 

6 

7 

MSA “[iln limited situations”54 and that “Cox’s last-mile network.. .could not readily 

serve most of the enterprise businesses.. .7’55 The Arizona Corporation Commission 

5’ Brigham Direct, pp. 31-33. 
j2 Brigham Direct, pp. 31-33. 
5 3  

54 

5 5  

Reply Comments of Qwest Corp., WC Docket No. 09-135, October 21,2009, pp. 18-20. 
FCC Phoenix Forbearance Order, 7 7 1. 
FCC Phoenix Forbearance Order, 11 74. 
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stated in March 2010 that “Cox is not a significant player in the small, medium or large 

business market.”56 The validity of the Commission’s prior conclusion has not changed. 

Q. ARE THERE CABLE TELEPHONY PROVIDERS OTHER THAN COX THAT 

OWN CONSIDERABLE MARKET SHARE IN ARIZONA? 

A. No. ***HEGIN CONFIDENTIAL 

END CONFIDENTIAL*** CenturyLink did not provide any Arizona-specific market 

share data for the large businesdenterprise segment, but from DoD/FEA’s perspective 

cable telephony providers do not provide effective, price-constraining alternatives for the 

large businessienterpnse segment. 

Q. ARE CABLE TELEPHONY PROVIDERS A REASONABLY AVAILABLE 

SUBSTITUTE FOR THE DoD/GSA? 

A. No. For example, there are two contracts covering the telecommunications services 

purchased at the U.S. Army installations and five contracts covering the 

telecommunications services purchased at the U.S. Air Force installations in Arizona. 

5 6  Reply Comments of Arizona Corporation Commission, WC Docket No. 09-135, March 2, 2010, p. 8. 
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of these seven contracts, none are currently served by a cable telephony provider, nor 

did any cable telephony submit a bid proposal for any of these  contract^.'^ 

2. Competitive Local Exchange Carriers Do Not Provide Reasonably 
Available Alternatives for DoD/GSA 

Q. MR. BRIGHAM STATES THAT NUMEROUS COMPETITIVE LOCAL 

EXCHANGE CARRIERS ARE “ACTIVELY COMPETING” WITH 

CENTURYLINK? DOES THIS TELL THE ENTIRE STORY REGARDING 

THE ABILITY OF CLECS TO PROVIDE PRICE-CONSTRAINING 

COMPETITION TO CENTURYLINK? 

A. No. Mr. Brigham ignores the fact that CLECs typically rely on Centurylink’s wholesale 

services, such as unbundled loops and local service platforms, in order to provision their 

own retail services. This is a key point because CenturyLink can leverage its control over 

the wholesale inputs in order to wield influence in the retail market. The FCC has said 

with regard to Arizona and elsewhere: 

. . .the Commission has long recognized that a vertically integrated firm 
with market power in one market - here upstream wholesale markets 
where, as discussed below, Qwest remains dominant - may have the 
incentive and ability to discriminate against rivals in downstream retail 
markets or raise rivals’ costs.59 

CenturyLink objected to a number of DoD/FEA discovery requests inquiring about the 

status of the wholesale market in Arizona on the grounds that the information does not 

Given the recent CenturyLink response to data request DoDIFEA-CTL 11.1, I am still in the process of 
investigating whether and to what extent cable telephony providers serve GSA entities for local services in 
Arizona. However, I am not aware of any significant use of cable telephony services as an alternative to 
traditional wireline services by these entities at this time. See also, footnote 25. 
Brigham Direct, p. 35, line 19 -p. 36, line 2. 
FCC Phoenix Forbearance Order, 11 34. 

5 7  

58 

59 
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bear on whether competition exists for CenturyLink retail services. Such a view ignores 

the obvious interplay between wholesale markets and retail markets when a vertically 

integrated incumbent like CenturyLink is a market participant. And CenturyLink’s 

failure to show that any wholesale alternatives exist besides CenturyLink brings into 

question the ability of CLECs to become price-constraining alternatives to CenturyLink if 

CenturyLink’s Application is approved 

MR. BRIGHAM STATES THAT “IN MANY CASES THESE CARRIERS 

PROVIDE SERVICE USING THEIR OWN FACILITIES AND IN OTHER 

CASES THEY PROVIDE SERVICE VIA THE LEASING OF CENTURYLINK 

FACILITIES[.]”60 WOULD YOU LIKE TO RESPOND? 

Yes. This statement suggests that there are some CLECs who do not rely at all on 

CenturyLink’s wholesale services - which is not accurate. Mr. Brigham describes 

Integra, tw telecom, XO Communications, AT&T and Verizon as facilities-based CLECs 

and discusses attributes of their networks. On information and belief, it is my 

understanding that each of these CLECs relies on last-mile facilities (ie., loops) or other 

facilities leased from CenturyLink. Furthermore, the FCC previously found with respect 

to the Phoenix MSA that all providers of residential services, except Cox, relied 

exclusively upon Qwest wholesale last-mile facilities.61 While CLECs may utilize their 

own facilities, such as fiber transport networks and switches, to serve retail customers, 

the fact remains that they still rely on CenturyLink’s wholesale services. As a result, 
~ 

6o 

6 ’  

Brigham Direct, p. 36, lines 2-4. 
FCC Phoenix Forbearance Order, footnote 143. See also, footnote 209 (“The record does not indicate that any 
entity other than Qwest and Cox has extensive last-mile connections to residential customers or very small 
business customers that would enable it to provide wholesale services, nor are we aware of any entity other than 
Qwest actually providing a wholesale mass market wireline access service.”) 
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CenturyLink still possesses the ability to discriminate against competitors and raise 

competitors’ costs, which in turn, can raise barriers and have negative impacts on 

competition in the downstream retail market. 

Q. MR. BRIGHAM ASSERTS THAT CLECS MAY “ENTER THE MARKET BY 

PURCHASING WHOLESALE FACILITIES FROM OTHER CLECS, OR BY 

PURCHASING FACILITIES FROM FIBER PROVIDERS SUCH AS SRP 

TELECOM AND ZAYO GROUP THAT OPERATE IN  ARIZONA.,,^^ HAS THIS 

ASSERTION BEEN ANALYZED PREVIOUSLY? 

A. Yes. Qwest made these same claims to the FCC in the Phoenix forbearance proceeding, 

which were rejected. In the FCC proceeding, Mr. Brigham testified that numerous 

carriers had deployed fiber networks.63 Two of the providers discussed by Mr. Brigham 

in his FCC declaration, like his testimony here; were SRP Telecom and Zayo (which was, 

at that time, AGL Networks).64 Mr. Brigham testified to the FCC that SRP “has a very 

extensive fiber network in the Phoenix MSA that is used to provide dark fiber and carrier 

access services to other p r ~ v i d e r s . ” ~ ~  Mr. Brigham also claimed that “[tlhere is no 

question that S W  provides a very viable option for carriers that seek an alternative access 

62 Brigham Direct, p. 42, lines 18-21. I also note that Mr. Brigham’s discussion about CLECs being able to 
compete in the retail market by purchasing wholesale services from other CLECs or fiber from other providers 
is an implicit recognition that wholesale telecommunications services are indeed relevant to whether 
competition exists for retail telecommunications services (contrary to CenturyLink’s objections to certain 
DoD/FEA discovery requests). 
Declaration of Robert H. Brigham Regarding the Status of Telecommunications Competition in the Phoenix, 
Arizona Metropolitan Statistical Area, WC Docket No. 09-135, March 24 2009, (“Brigham FCC Declaration”) 

Zayo closed its purchase of AGL Networks in July 201 0. http://www.zayo.cominews/zayo-eroup-c1oses-its- 
acquisition-ag1-networks 

63 

17 49-63. 
64 

65 Brigham FCC Declaration, 1 5 2 .  

http://www.zayo.cominews/zayo-eroup-c1oses-its
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solution to the use of Qwest’s network in the Phoenix MSA.”66 With regard to Zayo, Mr. 

Brigham testified to the FCC that: “Like SRP Telecom, AGL Networks provides ‘last 

mile’ connectivity and transport options that allow caniers to bypass Qwest’s network in 

the Phoenix MSA.”67 

The FCC disagreed, fmding that “other than Qwest, there are no significant suppliers of 

relevant wholesale loops with coverage throughout the Phoenix MSA, either individually 

or in the aggregate ...[ and] no wholesale suppliers of last-mile connections to muss market 

end users in the Phoenix MSA other than Qwest[.]” The FCC went on to say that, “the 

record evidence does not provide support for Qwest’s assertion that ‘wholesale customers 

have access to a wide range of competitive alternatives,’ or that the market for wholesale 

services is ~ornpetit ive.”~~ The FCC summed it up as follows: “the record reveals that no 

carrier besides Qwest provides meaningful wholesale services throughout the Phoenix 

marketplace, and that competitors offering business services largely must rely on inputs 

purchased from Qwest itself to provide service.”69 Mr. Brigham indicated in response to 

data request DoD/FEA-CTL 11.1 1 that “CenturyLink has not performed any other 

analysis of wholesale telecommunications services that is specific to Arizona” since the 

analysis it submitted to the FCC in the Phoenix forbearance proceeding. 

Q. MR. BRIGHAM IDENTIFIES AT&T AND VERIZON AS CARRIERS THAT 

COMPETE WITH CENTURYLINK I N  ARIZONA AS WELL AS CARRIERS 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

66 

67 
Brigham FCC Declaration, 7 53. 
Brigham FCC Declaration, ’j 54. 
FCC Phoenix Forbearance Order, 7 71. 
FCC Phoenix Forbearance Order, 7 2 .  (emphasis added) See also, CornpTel Comments, WC Docket No. 09- 
135, p. 27, indicating that SRP and AGL Networks (Zayo) each serve less than 1% of the buildings in the 
Phoenix MSA with demand of DS1 or higher. 

69 
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proceeding, the Arizona Commission stated that: "AT&T and MCI, to the best of the 

ACC's knowledge, have not been actively marketing any residential services to 

customers in the Phoenix MSA for some ***BEGIN CONFIDENTIAL - END CONFIDEN'IIAL*** In addition, 

***BEG I N CONI'I D E N T  I i i  1, 

END 

CONFIDENTIAL""" 

enterprise market in Arizona." 

CenturyLink did not provide any market share data for the 

Despite the immediately preceding market share data showing that ***BEGIN 

C 0 I v l ; I  I)J<X'I'Ii\ I.. - END CONFIDENTIliL*** CcnturyLink indicates in Exhibit 

' O  Brigham Direct, pp. 22 and 41-42. 
Reply Comments of Arizona Corporation Commission, WC Docket No. 09-135, p. 13. 
It is worth noting that the FCC has found that, with respect to the enterprise market in Arizona, there is a lack of 
significant actual or potential competition for enterprise services by competitors that rely on their own Iast-mile 
connections to serve customers. FCC Phoenix Forbearance Order, 7 87. 

71 

12 
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END CONFIDENTIAL***73 This raises serious questions about the 

extent to which Exhibit RHB-4 can be relied upon as an indication of the locations at 

which CLECs are actually competing with CenturyLink. 

Q. DO VERIZON OR AT&T DOMINATE THE ENTERPRISE SEGMENT IN 

ARIZONA? 

I have not seen any information to support such a finding. Indeed, the information I have 

reviewed indicates that this is not the case. Out of the seven contracts for 

telecommunications services to Army and Air Force military installations discussed 

above, Qwest is the service provider for five of them.74 AT&T is the service provider for 

two of the contracts. Verizon holds none of these contracts, nor has Verizon submitted 

bid proposals for any of these contracts. Out of the total $2.936 million combined award 

amounts for these seven contracts over a five year period, AT&T’s two contracts 

represents about 16% of that combined revenue, with CenturyLink’s contracts 

representing the remaining 84%. Thus, CenturyLink’s suggestion that AT&T and 

Version dominate the enterprise market is inaccurate (at least as it pertains to the state of 

Arizona). 

A. 
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74 Note: Centris’ defines small business and medium sized businesses as firms ***BEGIN CONFIDENTIAL 

contracts individually would fall under the definition of small or medium sized businesses based on the amounts 
of the contracts. 
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Q. ARE THERE OTHER FACTORS THAT SUPPORT A CONCLUSION THAT 

AT&T AND VERIZON DO NOT DOMINATE THE ENTERPRISE SEGMENT IN 

ARIZONA? 

A. Yes. In mid-2010, the FCC concluded that “there is insufficient actual and potential 

competition to constrain effectively the price of Qwest’s enterprise services.”75 Qwest 

has since merged with CenturyLink, and CenturyLink testified to the Arizona 

Commission that the merger would give the “combined company an increased 

prominence in the enterprise and government broadband markets.”76 There is no reason 

to conclude that the combined company faces any more potential or actual competition in 

the enterprise market now than Qwest did when the FCC made the above-mentioned 

finding in June 20 10. 

Q. MR. BRIGHAM PROVIDED MARKET SHARE DATA AS SUPPORT FOR HIS 

ASSERTION THAT VERIZON AND AT&T DOMINATE THE ENTERPRISE 

SEGMENT.77 DO YOU HAVE A CONCERN ABOUT MR. BRIGHAM’S 

RELIANCE ON THIS MARKET SHARE DATA? 

A. Yes. CenturyLink’s market share data for the enterprise market is based on a geographic 

market covering the entire United States. For the reasons explained above, this 

geographic scope is too broad because enterprise services available from Verizon in New 

York, for example, have no price-constraining impact on CenturyLink’s enterprise 

services in Arizona. And because the geographic market is defined too broadly, it 

FCC Phoenix Forbearance Order, 7 91. 
Direct Testimony of Kristen McMillan on behalf of CenturyLink, ACC Docket No. T-01051B-10-0194, et al., 
May 24, 2010, p. 11, lines 13-14. 

75 

76 

77 Brigham Direct, p. 22. 
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includes alternative providers and services that should not actually be counted and to 

which customers could not choose as a substitute in response to a price increase for 

CenturyLink’s enterprise services in Arizona. Accordingly, the enterprise segment 

market shares for AT&T and Verizon relied upon by Mr. Brigham are artificially high for 

the analysis at hand, which is to analyze the extent of effective competition in Arizona. 

Q. MR. BRIGHAM CLAIMS THAT THE COMMISSION HAS PREVIOUSLY 

DETERMINED THAT THE ENTERPRISE MARKET IN ARIZONA IS 

COMPETITIVE.78 DO YOU AGREE? 

A. No. Mr. Brigham provides a quote from paragraph 58 of Decision No. 68447, which 

dealt with Qwest Communications Corporation’s request for a certificate to provide 

resold and facilities-based local exchange services, as support for his statement that, “the 

Commission determined that QCC’s entry into the large business market would enhance 

competition.. .” However, paragraph 58 describes Staffs position in that docket (Docket 

No. T-02811B-04-0313) - it is not a finding or conclusion of the Commission. In 

addition, ordering paragraphs 9 and 10 of Decision No. 68447 (pages 39-40) are copied 

below: 

IT IS FURTHER ORDERED that Qwest Communications Corporation 
and Qwest Corporation shall be considered to be one entity for the 
purposes of evaluating the local exchange services competitive situation in 
future alternative form of regulation or Price Cap proceedings. 

IT IS FURTHER ORDERED that findings in this proceeding shall not be 
construed as a finding with respect to what Baskets any service(s) 
belong under Qwest Corporation’s alternative form of regulation or 
as a finding with respect to what constitutes a competitive or 
sufficiently competitive marketplace for purposes of either Qwest 
Corporation’s alternative form of regulation proceedings or future 

Brigham Direct, p. 22, line 21 -p.  23, line 3. 78 
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applications of Qwest Communications Corporation to expand its business 
to other markets. (emphasis added) 

Despite Mr. Brigham’s assertion, these ordering paragraphs demonstrate that the 

Commission did not determine whether the enterprise market was competitive in that 

decision, but instead reserved that question for a future proceeding like this 

3. Mobile Wireless Providers Do Not Provide Reasonably Available 
Alternatives for DoD/GSA 

Q. MR. BRIGHAM PRESENTS DATA SHOWING THAT THE ILEC SHARE OF 

ARIZONA VOICE TELECOMMUNICATIONS CONNECTIONS IS NOW 18.4% 

AS COMPARED TO 15.6% FOR NON-ILECS AND 65.9% FOR WIRELESS 

PROVIDERS.~~ WOULD YOU LIKE TO RESPOND? 

A. Yes. This is an example of an erroneous, overly-broad market definition resulting in a 

meaningless market share statistic. Mr. Brigham apparently sums: (a) ILEC end-user 

switched access lines and VoIP subscriptions, (b) non-ILEC end-user switched access 

lines and VoIP subscriptions, and (c) mobile telephone subscribers. The sum total of 

these numbers is what Mr. Brigham considers to be the total “market” from which the 

abovementioned market shares was calculated. This methodology assumes that mobile 

wireless service and CenturyLink Arizona’s wireline service are in the same product 

market - a point that CenturyLink has not demonstrated 

79 Despite the Commission finding in Decision No. 68447 that Qwest Communications Corporation and Qwest 
Corporation shall be considered to be one entity for the purposes of evaluating the local exchange services 

Exhibit FGB-4. 
Brigham Direct, p. 15, lines 6-9. 
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HAS MR. BRIGHAM PROVIDED A SIMILAR MARKET SHARE ANALYSIS IN 

THE PAST? 

Yes. Mr. Brigham provided a market share analysis of the “voice market data for 

Arizona” in his declaration in the FCC Phoenix forbearance proceeding that is very 

similar to the market share analysis discussed in the immediately preceding Q&A.’* The 

conclusion from both analyses is the market share possessed by mobile wireless service 

providers significantly exceeds the market share of CenturyLink’s wireline services in the 

“voice market.” 

DID THE FCC FIND MR. BRIGHAM’S MARKET SHARE ANALYSIS 

ACCEPTABLE? 

No. The FCC found that CenturyLink had failed to demonstrate that mobile wireless is in 

the same product market as CenturyLink’s wireline services. In other words, the FCC 

found that CenturyLink failed to substantiate the fundamental assumption of Mr. 

Brigham’s market share analysis for the “voice market.” 

PLEASE ELABORATE. 

The FCC stated as follows in its Phoenix Forbearance Order: 

The fundamental question in a traditional product market definition 
exercise is whether mobile wireless access service constrains the price of 
wireline access service. These two services should be in the same relevant 
market only if the prospect of buyer substitution to mobile wireless access 
constrains the price of wireline access.82 

The data relied upon by Mr. Brigham - both in this proceeding and in the FCC Phoenix 

forbearance proceeding - to support his assertion that mobile wireless and wireline 

* ’  
** 

Compare Brigham FCC Declaration, pp. 8-9 to Brigham Direct, p. 15 
FCC Phoenix Forbearance Order, 11 56. 
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services should be in the same market is data showing the demand for wirelines 

decreasing at the same time demand for wireless service is increasingg3 The FCC was 

not persuaded by this data. The FCC said: 

neither Qwest nor any other commenter has submitted evidence that would 
support a conclusion that mobile wireless service constrains the price of 
wireline service. For example, Qwest has produced no econometric 
analyses that estimate the cross-elasticity of demand between mobile 
wireless and wireline access services. Nor has it produced any evidence 
that it has reduced prices for its wireline services or otherwise adjusted its 
marketing for wireline service in response to changes in the price of 
mobile wireless service. Nor has it produced any marketing studies that 
show the extent to which consumers view wireless and wireline access 
services as close  substitute^.^^ 

The FCC also concluded that: “Knowing the percentage of households that rely 

exclusively upon mobile wireless is insufficient to determine whether mobile wireless 

services have a price-constraining effect on wireline access services.”s5 Since Mr. 

Brigham has provided nothing more in this proceeding than what he provided to the FCC, 

there is no reason to deviate from the FCC’s prior conclusions and its prior rejection. 

Q. COULD OTHER FACTORS EXPLAIN THE “CUTTING THE CORD” 

PHENOMENON BESIDES WIRELESS BEING A PRICE-CONSTRAINING 

SUBSTITUTE FOR WIRELINE SERVICES? 

Yes. The FCC discussed some of these other factors in the Phoenix Forbearance Order. 

For instance, the FCC said: 

A. 

83 Brigham FCC Declaration, f 12 (showing increase in wireless lines and decrease in CenturyLink access lines); f 
13 (showing the presence of multiple wireless providers); 111 13-17 (presenting data on how many customers 
have “cut the cord”); 7 2 1  (explaining that mobile wireless services is a viable substitute even though it may not 
be “identical”). This is the same type of data presented in Mr. Brigham’s testimony in this docket (see, pp. 43- 

FCC Phoenix Forbearance Order, 1 5 8 .  
FCC Phoenix Forbearance Order, 1 59. 

54). 
84 

85 
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Moreover, while we acknowledge that the number of customers that rely 
solely on mobile wireless service has been growing steadily, we find that 
other reasons may explain the growth in the number of wireless-only 
customers, besides an increasing cross-elasticity of demand between 
mobile wireless and wireline services. For example, nationwide statistics 
published by the CDC suggest that the choice to rely exclusively upon 
mobile wireless services could be driven more by differences in 
consumers’ age, household structure, and underlying preferences than by 
relative price  differential^.'^ 

The FCC also acknowledged that there are certain customer classes that are unlikely to 

“cut the cord” in response to a significant price increase for wireline services, or which 

view wireline and wireless as complements instead of  substitute^.'^ For these customer 

classes, whch would include the DoD/FEA, wireless does not ‘serve as a price- 

constraining substitute for CenturyLink’s wireline services 

Q. DID THE FCC ALSO REJECT MR. BRIGHAM’S ASSERTION THAT MOBILE 

WIRELESS SERVICES PROVIDE COMPETITION “AT THE MARGIN”? 

A. 

- 

86 

87 

88 

89 

Yes. In his testimony in this proceeding, Mr. Bngham testifies that: “as long as there are 

enough customers willing to ‘cut the cord’ (often called customers ‘at the margin’), this 

constrains CenturyLirik’s prices.”” This same exact sentence verbatim appears in Mr. 

Bngham’s FCC d e ~ l a r a t i o n . ~ ~  To that, the FCC said: 

Although Qwest argues that wireless provides competitive discipline on 
wireline prices and that competition at the margin disciplines a firm’s 
pricing behavior, it has provided no empirical or documentary evidence 
that its pricing has been constrained by wireless service 
offerings.. .Qwest’s observation that the number of wireless access lines 
exceeds the number of wireline access lines is not probative of the issue of 

FCC Phoenix Forbearance Order, 1 5 9 .  
FCC Phoenix Forbearance Order, 7 59. 
Brigham Direct, p. 52, lines 13-15. 
Brigham FCC Declaration, 11 21. 
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the substitutability between wireline and wireless services for residential 
h o u ~ e h o l d s . ~ ~  

Like at the FCC, Mr. Brigham provided no empirical or documentary evidence in this 

proceeding that CenturyLink’s pricing has been constrained by wireless service offerings. 

Q. ARE THERE OTHER PROBLEMS WITH CENTURYLINK’S ASSERTION 

THAT MOBILE WIRELESS SERVICES SERVE AS A PRICE-CONSTRAINING 

SUBSTITUTE TO CENTURYLINK WIRELINE SERVICES? 

A. Yes. CenturyLink does not identify the specific services for which it is seeking 

competitive reclassification that would be price-constrained by mobile wireless services. 

There can be no question that mobile wireless services is not a substitute for all of the 

services for which CenturyLink is seeking a competitive reclassification. For example, 

CenturyLink is seeking reclassification for pole attachments, Caller ID blocking, N11 

service, toll restriction, emergency transport backup - just to name a few. The 

proliferation of mobile wireless services would certainly not constrain the prices for these 

services because it is obviously not functionally equivalent to these other services. 

Q. IS MOBILE WIRELESS SERVICE A PRICE-CONSTRAINING SUBSTITUTE 

FOR THE SERVICES PURCHASED BY THE DoD/FEA? 

A. No. Mobile wireless is not a price-constraining substitute for services purchased by 

DoD/FEA. For example, the seven contracts mentioned above under which the Army 

and Air Force are served in Arizona are required to be for wireline services. The military 

installations in Arizona do not use wireless services as an alternative to wireline services 

90 FCC Phoenix Forbearance Order, footnote 173. See also, footnote 206 (“Nor is there information in the record 
that would enable us to evaluate other factors, such as elasticity of demand.. .”). 
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provided under those contracts. The same is true for most if not all of the local services 

obtained under GSA contracts. 

4. VoIP Providers Do Not Provide Reasonably Available Alternatives for 
DoD/GSA 

Q .  MR. BRIGHAM STATES THAT “OVER THE TOP” VoIP SERVICES “LIMITS 

CENTURYLINK’S MARKET POWER[.] ”91 HAS CENTURYLINK 

SUBSTANTIATED THIS CLAIM? 

A. No. Mr. Brigham has not shown that VoIP services are a pnce-constraining alternative to 

CenturyLink’s wireline services. For example, Mr. Brigham identifies a VoIP product 

“Vonage World” service that is priced at $14.99 per month, which includes “domestic 

usage and unlimited calls to 60 countries, Voicemail, Caller ID, Call Waiting, 

Anonymous Call Block, 3-Way Calling and many other standard features, online account 

access and portability[.]”92 Yet, Mr. Brigham has provided no data to show that 

CenturyLink has responded to the availability of VoIP products by lowering prices or 

introducing new services. 

Q. ARE THERE OTHER FACTORS RELEVANT TO OVER-TI-IE-TOP VOIP 

SERVICES THAT IMPACT THEIR ABILITY TO SERVE AS A PRICE- 

CONSTRAINING SUBSTITUTE FOR CENTURYLINK’S RETAIL SERVICES? 

A. Yes. Unlike CenturyLink’s retail services, a consumer must have a broadband 

connection in order to receive over-the-top VoIP service. As a result, consumers wanting 

9 ’  Brigham Direct, p. 59. 
92 Brigham Direct, p. 58, lines 21-24. 
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from an over-the-top VoIP provider must first obtain access facilities from 

CenturyLink or one of CenturyLink’s competitors providing broadband connections. 

DOES THE MARKET SHARE DATA PRESENTED BY MR. BRIGHAM 

SUBSTANTIATE HIS CLAIM THAT OVER-TI-IE-TOP VOIP PROVIDERS 

LIMITS CENTURYLINK’S MARKET POWER? 

No. ***BEGIN CONFIDENTIAL 

END 

CONFIDENTIAL*** Though CenturyLink did not provide Arizona-specific market 

share data for the large business/enterprise segment, it is logical to conclude that the 

market share of over-the-top VoIP providers in the enterprise market is zero. Over-the- 

top VoIP services are not typically suitable for the complex telecommunications services 

typically purchased by enterprise customers. This conclusion is further supported by the 

Arizona Commission’s statement in March 2010 that “there is no evidence that the ACC 

is aware of that fixed VoIP is used to any great extent in the business market.”93 

ARE OVER-THE-TOP VOIP SERVICES A PRICE-CONSTRAINING 

SUBSTITUTE FOR THE SERVICES PURCHASED BY THE DoD/FEA? 

No. Over-the-top VoIP services are not a price-constraining substitute for services 

purchased by DoDiFEA. The seven contracts for local services mentioned above under 

93 Arizona Corporation Commission Reply Comments, WC Docket No. 09-135, March 2, 2010, p. 9. 
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which the Army and Air Force are served in Arizona are required to be provided via 

Time Division Multiplexing technology. The military installations in Arizona do not use 

over-the-top VoIP as an alternative to traditional wireline services provided under those 

contracts. The same is true for the services provided under GSA contracts. 

Q. PLEASE SUMMARIZE YOUR POSITION REGARDING CENTURYLINK’S 

REQUEST TO RECLASSIFY SERVICES AS COMPETITIVE. 

Arizona regulations define a “Competitive Telecommunications Service” as “[alny 

telecommunications service where customers of the service within the relevant market 

have or are likely to have reasonably available  alternative^."^^ CenturyLink has not met 

its burden to prove that any of the services it seeks to reclassify are competitive - or that 

the customers of those services have or are likely to have reasonably available 

alternatives in the relevant market. CenturyLink’s filing is flawed and incomplete. 

Indeed, CenturyLink does not address any particular service it seeks to reclassify as 

competitive on an individual basis, but instead lumps them all into a “voice 

communications service” catch-all and reclassify them in a single broad stroke - all the 

while ignoring the important differences between the services and the geographic regions 

in which they are provided. CenturyLink fails to properly define the “relevant market” 

and also fails to demonstrate that any of the alternative providers and services it identifies 

provides the type of effective, price-constraints that is the hallmark of a competitive 

service. This is particularly so for the services purchased by the DoDIGSA. Unless and 

until CenturyLink can meet its burden, the Commission should deny CenturyLink’s 

request to reclassify services as Competitive. 

A. 
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1 
2 

VI. CENTURYLINK’S REQUEST FOR DEREGULATION IS FATALLY VAGUE 
AND UNSUPPORTED AND SHOULD BE DENIED 

3 Q. DO YOU HAVE ANY GENERAL COMMENTS ABOUT CENTURYLINK’S 

4 REQUEST FOR DEREGULATION? 

5 A. Yes. What strikes me is the sheer lack of support for the request. In simple terms, 

CenturyLink is requesting deregulation for 158 services and to withdraw three out of the 6 

7 four retail tariffs it has on file with the Commission, yet it has dedicated a mere eleven 

pages of testimony to this request and only five pages which actually apply to the 8 

9 services themselves. This raises serious questions about the thoroughness of 

CenturyLink’s analysis and the extent to which it can be relied upon for making such a 10 

11 dramatic change to the regulatory landscape in Arizona. 

12 Q. MR. BRIGHAM PROPOSES “FOUR DEREGULATION CRITERIA” FOR 

13 EVALUATING CENTURYLINK’S REQUEST FOR DEREGULATION. WHAT 

14 ARE THOSE CRITERlA AND HOW DID HE AND CENTURYLINK COME UP 

15 WITH THESE CRITERIA‘? 

16 A. As explained above in Section 111, CenturyLink and Mr. Brigham combine A.R.S. 5 40- 

28l(E), Article 15, 8 2 of the Arizona Constitution, and unidentified court decisions to 17 

18 come up with the “four deregulation criteria.” Mr. Brigham lists the criteria as follows: 

19 
20 
21 

22 
23 
24 
25 
26 

The Application identifies the following criteria that should be applied to a 
request for deregulation of services, based on A.R.S. $ 40-281(E) and 
Article 15, $ 2 of the Arizona Constitution: 

1. Whether the service constitutes “transmitting messages or 
hrnishing public telegraph or telephone service” under Article 
15, $ 2 of the Arizona Constitution; 

2. Whether the service is presently an essential and integral part 
of “transmitting public telegraph or telephone service;” 
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3.  Whether the service is clothed with a public interest, such as to 
make the rates, charges, and methods of provision a matter of 
public concern; and 

4. Whether the service is a common camage operation. 

Mr. Brigham calls these the “four deregulation criteria.” 

Q. HOW DOES CENTURYLINK PROPOSE APPLYING THE FOUR 

DEREGULATION CRITERIA? 

According to CenturyLink, the answer to all four of the criteria must95 be answered in the 

affirmative in order for the Commission to continue to regulate the services. In other 

words, if the answer to any of the four questions is then the service should be 

deregulated under CenturyLink’s proposed criteria. 

A. 

Q. DO YOU AGREE THAT CENTURYLINK’S FOUR DEREGULATION 

CRITERIA SHOULD BE USED FOR EVALUATING CENTURYLINK’S 

DEREGULATION REQUEST? 

No. As I first mentioned in Section I11 above, the problem with CenturyLink’s criteria is 

that they are based on the erroneous assumption that the definition of “Public Service 

 corporation^'^ under Article 15, $2 of the Arizona Constitution defines the services 

subject to the Commission’s jurisdiction, when in reality it defines the companies subject 

to the Commission’s jurisdiction. This definition identifies the companies 

(telecommunications companies, energy companies, water companies, sewer companies) 

that qualify as “public service corporations” and those which do not (i.e., municipals). 

A. 

95 In its Application, CenturyLink states: ‘‘[a111 four questions be answered in the affirmative for the 
Commission to have the authority to regulate a service.” Application, p. 9, fi 16. (emphasis added) In contrast, 
Mr. Brigham, without any foundation, states: “I agree with the statement in the Application that all of the 
criteria should be answered in the affirmative before rate regulation should apply.” Brigham Direct, p. 63, lines 
9-1 0. (bold/underlined added, italics in original) 
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This definition addresses the companies - not the services - which are subject to the 

Commission’s ju r i~dic t ion .~~ The definition of “public service corporations” refers to 

companies that are engaged in “transmitting messages or furnishing public telegraph or 

telephone service” and “operating as common carriers.” Therefore, if a company engages 

in these activities, then the company is a public service corporation subject to the 

Commission’s jurisdiction. And if the company does not engage in these activities, then 

the company is not a public service corporation and is not subject to the Commission’s 

jurisdiction. However, CenturyLink and Mr. Brigham (with an unexplained modification 

to CenturyLirik’ s mandatory language) erroneously use the definition of Public Service 

Corporations throughout the four deregulation criteria and apply it to “sewices ” to define 

the Commission’s authority over CenturyLink’s retail services. This would have the 

impact of significantly reducing the number of retail services over which the Commission 

has authority. 

Q. WHAT STANDARD SHOULD BE USED TO EVALUATE CENTURYLINK’S 

DEREGULATION REQUEST? 

A. It is undisputed that CenturyLink is a “Public Service Corporation” under Article 15, $2 

of the Arizona Constitution, and therefore, subject to the Commission’s jurisdiction. The 

Commission has already established the CenturyLink services over which it has 

jurisdiction, as evidenced by the numerous CenturyLink tariffs currently on file with the 

Commission. This was also clearly stated in Conclusions of Law #1 and #2  of Decision 
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For example, A.A.C. R14-2-501(4) and R14-2-1102 define “Arizona Corporation Commission” as “[tlhe 
regulatory authority of the state of Arizona having jurisdiction over public service corporations operating in 
Arizona.” A.A.C 4 R14-2-1102( 15) defines a “Telecommunications Company” as “[a] public service 
corporation, as defined in the Arizona Constitution, Article 15, 3 2, that provides telecommunications services 
within the state of Arizona and over which the Commission has jurisdiction.” 

96 
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No. 68604, which adopted CenturyLink’s revised Price Cap plan: “( 1) Qwest is a public 

service corporation withm the meaning of the Arizona Constitution Article XV, and 

under Arizona Revised Statutes, Title 40, generally. (2) The Commission has jurisdiction 

over Qwest and the subject matter of this pr~ceeding .”~~ The “subject matter” referred to 

in Conclusion of Law #2 includes the very services CenturyLink seeks to deregulate in 

this case. This has effectively maintained a baseline for the Commission’s jurisdiction 

over CenturyLink and its services. There is no reasonable rationale to utilize the 

definition of “Public Service Corporations” any further to determine whether that 

baseline should be changed, and CenturyLink’s four deregulation criteria framework 

should not be used. Instead, the Commission should use A.R.S. Q 40-281(E) to evaluate 

CenturyLink’s deregulation request. In other words, if the Commission determines that a 

service is “neither essential nor integral” to the public service rendered by CenturyLink, 

then the service should be deregulated. CenturyLink has not shown that the services for 

which it seeks deregulation are neither essential nor integral. 

Q. SHOULD CENTURYLINK BEAR THE BURDEN TO DEMONSTRATE THAT A 

SERVICE SHOULD BE DEREGULATED? 

A. Yes. Again, the baseline of regulated services has already been established and is long- 

standing. It should be the responsibility of the proponent of deregulation, CenturyLink, 

to demonstrate why a service should no longer be regulated. 

97 Decision No. 68604, p. 31 
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BESIDES CENTURYLINK’S FOUR DEREGULATION CRITERIA BEING 

FUNDAMENTALLY FLAWED, ARE THERE PROBLEMS WITH HOW 

CENTURYLINK APPLIES THOSE CRITERIA? 

Yes. Mr. Brigham focuses on whether a service is involved in “transmitting messages for 

the He states that if the service is not “transmitting messages” or is not 

“offered indiscriminately,” then service should be deregulated. However, he is 

inconsistent. There are numerous services that are not involved in transmitting messages 

for the public and for which CenturyLink does not seek deregulation. Some of these 

services include: Termination of Service (E 2.2.9), Temporary Suspension of Service (E 

2.2.10), Returned Check Charge (E 2.3.2), Express Service (E 3.1.8), Telephone 

Assistance Programs (E 5.2.6), Listing Services (E 5.7.1), Blocking for 

10XXX1+/1OXXXO11+ (E 10.4.7), Caller ID Blocking (E 10.7.1, E 10.7.2), Disaster 

Recovery Services (E 10.10.8), and Pole Attachments (E 11.2). In addition, Mr. Brigham 

states that “obsolete” services which are offered only to grandfathered customers are not 

offered indiscriminately, and therefore, should be d e r e g ~ l a t e d . ~ ~  However, this does not 

explain why there are obsolete services for which CenturyLink is not seeking 

deregulation - see, Obsolete Service Stations (E 105.2.5.B) and Obsolete Universal 

Emergency Number Service (E109.2.1) which are included in CenturyLink’s competitive 

reclassification request. This not only exposes a flaw in CenturyLink’s criteria, but raises 

a serious concern about future precedent that would be set if CenttiryLink’s erroneous 

criteria are adopted. 

Brigham Direct, p. 64. 
BrighamDirect, p. 64, lines 12-14. 
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1 Q. MR. BRIGHAM STATES THAT THE ARIZONA COMMISSION HAS 

2 PREVIOUSLY DEREGULATED CENTURYLINK SERVICES USING THE 

3 PRINCIPLES ADVOCATED BY CENTURYLINK IN THIS  PROCEEDING.^^^ IS 

4 THIS TRUE? 

5 A. No. Mr. Brigham references Decision No. 68604 (March 23, 2006) which deregulated 

6 Voice Mail Service and Billing and Collection Services, as well as Decision No. 55633 

7 (July 2, 1987) which deregulated radio telephone services. Neither of these cases 

8 

9 

10 

11 

12 

13 

14 

15 

16 
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22 

deregulated services using the “four deregulation criteria” CenturyLink proposes in this 

docket. I have reviewed Decision No. 68604, as well as the testimony in that docket (T- 

01051B-03-0454), and the deregulation approved in that docket is based on a settlement 

agreement adopted by the Commission. There is no indication in Decision No. 68604 or 

the testimony in that docket indicating whether a particular test was used for evaluating 

the deregulation of Voice Mail Service and Billing and Collection Services. Nor is there 

any support for Mr. Brigham’s claim that those services were deregulated using tests 

similar to those advanced by CenturyLink in this docket. 

Q. DOES MR. BRIGHAM’S CLAIM ABOUT DECISION NO. 55633 FARE ANY 

BETTER? 

No. I have reviewed the Commission’s Decision No. 55633 in Docket No. E-1051-86- 

016. The Commission did not deregulate radio telephone services in Decision No. 55633 

A. 

using the same test CenturyLink proposes in this case, nor did Mountain Bell propose a 

test similar to what CenturyLink proposes here. The test Mountain Bell proposed in the 

prior docket was described in a data request response as follows: 

loo Brigham Direct, p. 66, lines 16-25. 
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A service is essential to the public service offerings of a public service 
corporation if the basic service rendered by the public service corporation 
cannot be provided without such a service. A service is integral to the 
public service offerings of a public service corporation if such service 
cannot reasonably be separated or treated separately from the basic service 
rendered by the public service corporation. 

The Arizona Commission rejected Mountain Bell’s proposed test: 

According to Mountain Bell, the only public service it renders is basic 
access service. We can find no support for this limited definition. We can 
agree that basic access service is Mountain Bell’s primary public service 
rendered. However, that is not the only public service it renders. Rather 
than focus on Mountain Bell, we can ask what services do the radio 
common camers provide.’” 

The Commission instead granted Mountain Bell’s application for deregulation based on 

“the combination of the factors listed in Findings of Fact Nos. 8 - 12’”02 of Decision No. 

55633. Findings of Fact Nos. 8-12 from Decision No. 55633 are shown below: 

8. 

9. 

10. 

11. 

12. 

Less than 7/100 of 1% of Arizona’s population subscribe to mobile 
radio despite its widespread availability. 
Mobile radio is provided through a network that is discrete and 
separable from the public telecommunication network. 
Mobile radio has been successfully provided as a matter of private 
contract for very specialized needs. 
Staff has recommended various notice requirements prior to 
deregulation and several requirements for providers of both 
regulated telecommunication service and deregulated mobile radio 
service. (See lines 1-9, page 5 of the discussion.) 
Mobile radio common carriers are not providing a public service. 

While there may be some overlap between Findings of Fact listed above and some of the 

principles advocated by CenturyLink in this docket, they are not the same and do not 

have the same effects. For example, CenturyLink’s proposed “four deregulation criteria” 

does not take into account the extent to which Arizona consumers subscribe to the 

l o ’  

I O 2  

Decision No. 55633, p. 6, lines 3-8. 
Decision No. 55633, p. 6, lines 26-27 
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services. In addition, CenturyLink proposes that all four of its criteria be answered 

in the affirmative in order for the Commission to continue to regulate the service in 

question - a requirement that was not used in Decision No. 55633. Moreover, 

CenturyLink’s four deregulation criteria framework effectively reintroduces the concept 

that was rejected by the Commission in Docket No. E-1051-86-016 - i.e., that the only 

public service CenturyLink renders is basic access service. 

Q. PLEASE ELABORATE ON YOUR STATEMENT THAT CENTURYLINK 

REINTRODUCES THE SAME DEREGULATION TEST THAT WAS 

REJECTED IN DOCKET NO. E-1051-86-016. 

A. It is CenturyLink’s position that all of the 158 services for which it seeks deregulation do 

not meet one or more of the four deregulation criteria. Therefore, adopting 

CenturyLink’s four deregulation criteria framework would result in deregulation and 

detariffing of all of those services. It is also important to note that applying 

CenturyLink’s framework would likely result in deregulation of virtually all of the 

remaining CenturyLink retail services as well. 

I have examined the list of services for which CenturyLink seeks competitive 

reclassification (services on Exhibit RHB-lo), and most if not all of those services would 

fail to meet all of CenturyLink’s deregulation criteria as CenturyLink has proposed them 

to be applied to the services on services Exhibit RHB-11. This means that applying 

CenturyLink’s framework would result in deregulating virtually all of CenturyLink’ s 

retail services with the possible exception of its most basic access service. For example, 

the following services for which CenturyLink seeks competitive reclassification would 



Arizona Corporation Commission 
Docket No. T-01051B-11-0378 

DODiFEA 
Direct Testimony of August H. Ankum 

March 16, 2012, Page 63 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

likely not satisfy CenturyLink’s criteria #2 as CenturyLink has proposed it to be applied 

(Whether the service is presently an essential and integral part of “transmitting public 

telegraph or telephone service”): Termination of Service (E2.2.9), Temporary Suspension 

of Service (E2.2.10), Returned Check Charge (E2.3.2), Nonrecurring charges (E3.1.1), 

Dual Service (E3.1.7), Express Service (E3.1 .S), Local Service Increments (E5.1.6), Low 

Use Option Service (E5.2.2), Telephone Assistance Programs (E5.2.6), Listing Services 

(E5.7.1), Toll Restriction (E10.4.4), 900 Service Access Restriction (E10.4.6), Blocking 

for 10XXX1+/1OXXXO1 I+ (E10.4.7), Caller ID Blocking (E10.7.1, E10.7.2), Disaster 

Recovery Services (E10.10.8), N11 Service (E10.11.3), Touch Tone Calling Service 

(C5.4.2), and Intercept Service (C5.8.4). 

The following services for which CenturyLink seeks competitive reclassification would 

likely not satisfy CenturyLink criteria #I  as CenturyLink has proposed it to be applied 

(Whether the service constitutes “transmitting messages or furnishing public telegraph or 

telephone service” under Article 15, $2):  Assigning and Changing of Telephone Numbers 

(E2.2.7) and Pole Attachments (El 1.2). Furthermore, the following services for which 

CenhiryLink seeks competitive reclassification would likely not satisfy CenturyLink’s 

criteria #3 and/or #4 as CenturyLink has proposed them to be applied: Obsolete Service 

Stations (E105.2.5.B), Obsolete Universal Emergency Number Service (E109.2.1), and 

Emergency Transport Backup (E9.2.5). 

In sum, the end result of adopting CenturyLink’s deregulation framework is that only the 

most basic access service provided by CenturyLink would pass its “four deregulation 

criteria” test for continued regulation. This is effectively the same as Mountain Bell’s 
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prior defective and rejected claim that the only public service it renders is basic access 

service. This raises serious questions about the validity of the framework proposed by 

CenturyLink in this docket. 

Q. MR. BRIGHAM DIVIDES THE SERVICES FOR WHICH CENTURYLINK 

SEEKS DEREGULATION INTO SIX CATEGORIES “TO FACILITATE THE 

ANALYSIS OF A FAIRLY LARGE NUMBER OF SERVICES[.]”103 WHAT ARE 

THOSE SIX CATEGORIES? 

Those six categories are: (1) Supplemental, (2) Value Added, (3) Ancillary, (4) Obsolete, A. 

( 5 )  Pricing, and (6) Toll. My testimony below focuses on the first three categories 

because they include services that are particularly important to DoDREA, but my silence 

on any category of services or individual service is not meant to signal my agreement 

with CenturyLink that they should be deregulated. 

Q.  

A. 

PLEASE COMMENT ON THE “SUPPLEMENTAL” CATEGORY. 

Mr. Brigham states that these services are comparable to basic service in some respects, 

but differ in tenns of either pricing or functionality. This category includes 15 different 

services, including ISDN, Primary Rate Service, Flat Rate Service (Additional line), 

Digital Switched Service, Integrated T-1 Service, and others. Mr. Brigham discusses the 

Flat Rate Service ~ Additional Line, characterizing it as a difference “simply in 

pricing.. .as a marketing strategy and does not constitute a telecommunications 

service.”’04 I disagree. Some small businesses purchase multiples for their business 

needs, such as two or three voice lines and a fax line. In these instances, each line is 

IO3 Brigham Direct, pp. 67-68. 
Brigham Direct, p. 71, lines 10-13 
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equally important to the business customer, even though some of those lines are 

“additional lines.” They are not just a “marketing strategy” to the business customers, 

but rather essential or integral to the business’ telecommunications services. 

Mr. Brigham also discusses ISDN service and likens it to a premium service such as 

overnight delivery versus regular delivery. He states that because it goes above and 

beyond basic functionality of transmitting messages, it cannot be considered 

“e~sential.””~ I disagree. ISDN-PRI is the primary service utilized by the U.S. Army 

and Air Force to serve the military installations in Anzona for official communications 

purposes. These branches of the military could not carry out their missions in Arizona as 

they do today without these services. Two things are clear to me: (1) the Army and Air 

Force view PRI services as both essential and integral to their telecommunications 

services in Arizona, and (2) they are extremely concerned about the prospect of these 

services being deregulated and tariffs no longer being available given that there would be 

no backstop in the absence of price-constraining competition. 

Q. 

A. 

PLEASE COMMENT ON THE “VALUE ADDED” CATEGORY. 

Mr. Brigham states that these services have been grouped together because they are “add- 

ons” that are not related to the transmission of a call. This category includes 51 different 

services, including Foreign Exchange Service, Foreign Central Office Service, Digital 

Data Service, DS1 Service, DS3 Service, customer calling features, and others. 

CenturyLink claims that none of these services are related to the transmission of a 

This is false. Per CenturyLink’s tariff, DS1 service “provides for the two-way 

Brigham Direct, p. 71, lines 19-24. 
Brigham Direct, p. 69, lines 11-12. 
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transmission of 1.544 Mbit/s digital signals” and “may be used for the transmission of 

voice, data and video signals, or any combination there~f .””~  Likewise, DS3 service 

“provides a high capacity channel for the transmission of 44.736 Mbit/s isochronous 

data ... Digital Data Service - another service Mr. Brigham includes in the “Value 

Added” category - is “capable of transmission of synchronous serial data at the rate of 

2.4, 4.8, 9.6, 19.2 or 56 k b p ~ . ” ~ ~ ’  While Mr. Brigham states that “dedicated private lines 

services do not utilize the common public switched network[,]”ll0 this has no bearing on 

whether the service should continue to be regulated (even under Mr. Brigham’s 

misguided four deregulation criteria). The fact that the rates, terms and conditions of 

CenturyLink’s interstate private line DS1 and DS3 services are still regulated and tariffed 

,, IO8 

at the FCC shows that Mr. Brigham and CenturyLink are over-reaching.’” 

Q. CAN YOU PROVIDE AN EXAMPLE OF A SERVICE CENTURYLINK HAS 

CATEGORIZED AS “VALUE ADDED” THAT IS EITHER ESSENTIAL OR 

INTEGRAL TO THE PUBLIC SERVICE RENDERED BY CENTURYLINK? 

Yes. Foreign Exchange (“FX”) Service is one such service. FX “provides dial tone from 

a wire center in an exchange from which the customer is not normally served.’’ The U.S. 

Army purchases FX lines in Arizona as part of the overall services it obtains from 

CenturyLink. One such FX line is purchased for the Servicemen’s Lounge at the Tucson 

International Airport, which allows a soldier to call Fort Huachuca when he/she arrives at 

the airport as a local call (even though the airport and the Fort are in different exchanges) 

A. 

lo’ 

log 

Competitive Private Line Transport Service Tariff, 5 5.2.13. 
Competitive Private Line Transport Service Tariff, 5 5.2.14. 
Competitive Private Line Transport Service Tariff, 9 5.2.10. 
Brigham Direct, p. 69, line 14. 
See, eg . ,  TariffF.C.C. TariffNo. 1, $ 5  7.11, 7.12. 

I l o  

‘Ii 
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in order to, among other things, ask for a ride from the airport to the military base. This 

is just one example of how FX service serves an essential or integral role to the services 

rendered by CenturyLink 

Q. PLEASE COMMENT ON THE “ANCILLARY” CATEGORY. 

A. Mr. Brigham states that none of the services in this category occur during the course of 

the transmission of messages. This category includes 27 different services, including 

Listing Services, maintenance plans, special construction, repair of facilities, acceptance 

testing, dispatch charge, and others. I disagree with Mr. Brigham that these services 

should be deregulated not only because he uses CenturyLink’s misguided four 

deregulation criteria, but also because some of these services are essential or integral to 

the services CenturyLink provides. For example, the Army and Air Force view directory 

listings as essential or integral to the telecommunications services they obtain in Arizona. 

Ironically, CenturyLink’s own tariff states that, “Alphabetical listings include 

information which is essential to the identification of the listed party and facilities [sic] 

the use of the directory.”’ l 2  

Some other services in the Ancillary category that appear essential or integral to the 

services rendered by CenturyLink, include but are not limited to the following: 

Repair of Facilities: governs the rates, terms and conditions for a repair visit to the 
customer premises in response to a trouble report. 

Maintenance of Service: governs the rates, terms and conditions applicable to 
trouble reports to the Company for clearance and no trouble is found in the 
Company’s facilities. 

Telecommunications Service Priority (“TSP”) System: governs the rates, terms 
and conditions of the TSP, which is a regulatory, administrative, and operational 

Competitive Exchange and Network Services, 0 5.7.1 (emphasis added). 112 
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system developed by the Federal Government to ensure priority provisioning 
and/or restoration of National Security Emergency Preparedness (NSEP) 
telecommunications services. 

The first two services are essential or integral because the telecommunications services 

purchased from CenturyLink do not work or are degraded when there is a trouble report 

without repair or maintenance. The third service is essential or integral because it is a 

matter of national security. 

Q. PLEASE SUMMARIZE YOUR CONCLUSIONS ON CENTURYLINK’S 

REQUEST FOR DEREGULATION. 

A. CenturyLink has provided a minimal amount of analysis in conjunction with its proposal 

to deregulate 158 retail services. What’s more, the flawed test proposed by CenturyLink 

for evaluating its deregulation proposal is so broad as to be meaningless and would 

eviscerate the Commission’s jurisdiction over retail telecommunications services. 

CenturyLink over-reaches in attempting to deregulate 158 services in one fell swoop, and 

includes in that request numerous services that are essential or integral to the public 

service rendered by CenturyLink. A more granular approach is needed to carefully 

analyze and separate those services which are essential or integral from those that may 

now be neither essential nor integral under A.R.S. $ 40-281(E). Since the baseline has 

been set regarding the Commission’s authority over CenturyLink’s retail services, the 

proponent of change - CenturyLink - needs to demonstrate that change is warranted. 

Unless and until CenturyLink comes back to the Commission with a more consistent and 

reasoned approach, its deregulation request should be denied. Until such a showing is 

made by CenturyLink and accepted by the Commission, the current regulatory regime 

applicable to CenturyLink’s retail services should remain in place. 
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VII. CENTURYLINK’S TESTIMONY ABOUT HARMS LACKS CONTEXT 

Q. MR. BRIGHAM CLAIMS THAT REGULATING CENTURYLINK’S RATES 

DIFFEFWNTLY THAN ITS COMPETITORS “HARMS CENTURYLINK AND 

ITS ARIZONA WOULD YOU LIKE TO RESPOND? 

A. Yes. Mr. Brigham has failed to identify any such harms. The closest he comes to 

describing harms is his assertion that granting the Application will permit CenturyLink to 

“be more responsive to customer demand and competitive market conditions[]” and “be 

better positioned to bring products, services, and targeted offers and promotions to the 

market with greater speed and effectiveness.”’I4 However, he does not provide any 

examples of any products or services that CenturyLink will bring to market if the 

Commission grants the application. CenturyLink was specifically asked in data request 

DoD/FEA-CTL 111.2 to describe any plans for bringing new products, services or targeted 

offers and promotions to the Arizona market if the Commission approves CenturyLink’s 

application. Mr. Brigham replied: “CenturyLink does not have any specific current plans 

for the introduction of new products, services or targeted offers and promotions in the 

Arizona market, based on the Com~nission’s potential approval of CenturyLink’s 

applicati~n.””~ Mr. Brigham also fails to explain how the current regulatory framework 

impedes CenturyLink’s introduction of new products, services or promotions. Qwest 

made these same claims to the Commission when seeking approval of the 

‘ I 3  Brigham Direct, p. 8, lines 18-19. 
Brigham Direct, p. 8, lines 19-23. 
CenturyLink response to data request DoDIFEA-CTL 111.2 (March 7, 2012), Respondent: Robert Brigham. 

I I4 

115 - 



Arizona Corporation Commission 
Docket No. T-01051B-11-0378 

DODiFEA 
Direct Testimony of August H. Ankum 

March 16,2012, Page 70 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

QwestKenturyLink merger.’I6 Now that the merger has been approved, Qwest should be 

better positioned to bring services to the market more rapidly and efficiently absent the 

instant Application (assuming Qwest’s prior representations to the Commission were true 

and accurate). 

From a customer perspective, DoD/FEA understands the need to modify or eliminate 

unnecessary regulatory burdens. DoD/FEA wants CenturyLink to be a vigorous and fair 

competitor, but not at the expense of unjustified, unconstrained market power to the 

detriment of DoD/FEA’s customer interests. 

Q. ARE THERE POTENTIAL HARMS ASSOCIATED WITH PREMATURELY 

APPROVING CENTURYLINK’S APPLICATION? 

A. Yes. Not only are there potential harms associated with prematurely approving 

CenturyLink’s Application, the harms of doing so are greater than the vague and 

unsupported harms discussed by Mr. Brigham. The result of granting CenturyLink’s 

Application prematurely and without ensuring that CenturyLink’s faces effective 

competition is that CenturyLinlC has unilateral control over the terms, rates, conditions, 

and availability for a majority of its retail services that are deregulated, and the ability to 

quickly raise the rates for the remainder of its retail services. From the Arizona 

Commission’s perspective, it would have limited regulatory oversight over a small 

portion of CenturyLink’s retail services going forward. Without effective competition or 

See, e.g., Direct Testimony of James Campbell, ACC Docket No. T-01051B-10-0194, et al., May 24, 2010, p. 
12, lines 15-18 (“The post-Transaction enterprise will be able to focus more strategically and rapidly respond to 
customer preferences to provide a full portfolio of quality, advanced communications services that will 
differentiate the company in the markets i t  serves.”) 

1 I6 



Arizona Corporation Commission 
Docket No. T-01051B-11-0378 

DODiFEA 
Direct Testimony of August H. Ankum 

March 16,2012, Page 71 

1 Commission oversight, the Arizona telecommunications market could transform into an 

2 unregulated monopoly situation to the detriment of consumers 

3 Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

4 A. Yes, it does. 
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Petitioner’s Provision of such Services, Pursuant to I. C. 8-1 -2.6 
On behalf of MCI Telecommunications Corporation 

Before the Indiana Regulatory Commission 
Cause No. 40603-INT-01 
MCI Telecommunications Corporation Petition for Arbitration Pursuant to Section 252(b) of the 
Telecommunications Act of 1996 to Establish and Interconnection Agreement with Indiana Bell 
Telephone Company d/b/a Ameritech Indiana 
On behalf of MCI Telecommunications Corporation 

Before the Indiana Regulatory Commission 
Cause No. 40611 
In the matter of the Commission Investigation and Generic Proceeding on Ameritech Indiana’s 
Rates for Interconnection Service, Unbundled Elements and Transport and Termination under the 
Telecommunications Act of I996 and Related Indiana Statutes 
On behalf of MCI Telecommunications Corporation 

Before the Indiana Regulatory Commission 
Cause No. 40618 
In the Matter of the Commission Investigation and Generic Proceeding on GTE’s Rates for 
Interconnection, Service, Unbundled Elements, and Transport under the FTA 96 and related Indiana 
Statutes 
On behalf of MCI Telecommunication Corporation 

Before the Indiana Regulatory Commission 
Cause No. 40611-S1 
In the matter of the Commission Investigation and Generic proceeding on the Ameritech Indiana’s 
rates for Interconnection, Unbundled Elements, and Transport and Termination Under the 
Telecommunications Act of I996 and Related Indiana Statutes 
On behalf of WorldCom, Inc., AT&T Communications of Indiana 
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Before the Indiana Utility Regulatory Commission 
Cause No. 42393 
In the Matter of the Commission Investigation and Generic Proceeding of Rates and Unbundled 
Network Elements ana’ Collocation for Indiana Bell d/b/a SBC Indiana Pursuant to the 
Telecommunications Act of 1996 and Related Indiana Statues 
On Behalf of WorldCom, McLeodUSA Telecommunications Services, Covad Communications 
Company, Z-Tel Communications 

Before the Iowa Utilities Board 
Docket No. SPU-2010-0006 
In RE: @vest Communications International, Inc. and CentutyTel, Inc. 
On behalf of PAETEC Business Services 

Before the Iowa Utilities Board 
Docket No: RPU-00-01 
IN RE: US West Communications, Inc. 
On behalf of McLeodUSA Telecommunications Services 

Before the State of Maine Public Utilities Commission 
Dockets Nos. 2007-611, 2008-214 through 2008-218,2009-41-44. 
CRC Communications of Maine, Inc., Investigation Pursuant to 47 U.S.C. $251 @(l) Regarding 
CRC Communications of Maine’s Request oflincolnville, Telephone Company, UniTel, Inc., Oxford 
Telephone Company, Oxford West Telephone Company, Tidewater Telecom, Inc. 
On behalf of CRC Communications and Time Warner Cable 

Before the Maryland Public Utilities Commission 
Case No. 8988 
In the matter, The Implementation of the Federal Comniunications Commission’s Triennial Review 
Order 
On behalf of Cavalier Telephone 

Before the Massachusetts Department of Energy and Transportation 

NYNEXMCI Arbitration 
On behalf of MCI Telecommunications Corporation 

D.P.U. 96-83 

Before the Massachusetts Department of Energy and Transportation 
Docket 01-20 
Investigation into Pricing based on TELRIC for UnbundledNetwork Elements and Conzbinations of 
Unbundled Networks Elements and the Appropriate Avoided Cost Discount for Verizon New 
England, Inc. d/b/a Verizon Massachusetts’ Resale Services 
On behalf of Allegiance, Network Plus, El Paso Networks, and Covad Communications Company 
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Before the Massachusetts Department of Energy and Transportation 
Docket 01-03 
Investigation by the Department of Telecommunications and Energy on its own Motion into the 
Appropriate Regulatoly Plan to succeed Price Cap Regulation for Verizon New England, Inc. d/b/a 
Verizon Massachusetts ’ intrastate retail telecommtinications services in the Commonwealth of 
Massachusetts 
On behalf of Network Plus 

Before the Massachusetts Department of Telecommunications and Energy 

Proceeding by the Department on its own Motion to Implement the Requirenzents of the Federal 
Communications Commission’s Triennial Review Order Regarding Switching for Mass market 
Customers 
On behalf of Conversent Communications of Massachusetts 

D.T.E. 03-60 

Before the Massachusetts Department of Telecommunications and Cable 

Investigation by the department on its own Motion as to the Propriety of the rates and Charges Set 
Forth in the following tar@ M.D.T.E. No. 14, filed with the Department on June 16, 2006, to 
become EfSective J u b  16, 2006, by Verizon New England, Inc. d/b/a Verizon Massachusetts 
On behalf of Broadview networks, DSCI Corporation, InfoHighway Communications, Metropolitan 
Telecommunications of Massachusetts a/k/a MetTel, New Horizon Communications, and One 
Communications 

D.T.E. 06-61 

Before the Massachusetts Department of Telecommunications and Cable 

Department Investigation into the Intrastate Access Rates of Competitive Local Exchange Carriers 
On behalf of One Communications, PAETEC Communications, RNK Communications, and XO 
Communications Services 

D.T.E. 07-9 

Before the Massachusetts Department of Telecommunications and Cable 

Petition of Choice One Communications of Massachusetts Inc., Conversent Communications of 
Massachusetts Inc., CTC Communications Corp. and Lightship Telecom LLC For Exemption from 
Price Cap on Intrastate Switched Access Rates as Established in D.T.C. 07-9 
On behalf of One Communications 

D.T.E. 10-2 
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Before the Michigan Public Service Commission 
Case No. U-10647 
In the Matter of the Application of City Signal, Inc. for  an Order Establishing and Approving 
Interconnection Arrangements with Michigan Bell Telephone Company 
On behalf of Teleport Communications Group, Inc. 

Before the Michigan Public Service Commission 
Case No. U-10860 
In the Matter, on the Commission’s Own Motion, to Establish Permanent Interconnection 
Arrangements Between Basic Local Exchange Providers 
On behalf of MCI Telecommunications Corporation 

Before the Michigan Public Service Commission 
Case No. U-11280 
In the Matter, on the Commission s Own Motion, to consider the total service long run incremental 
costs and to determine the prices for unbundled network elements, interconnection services, resold 
services, and basic local exchange services for Ameritech Michigan 
On behalf of MCI Telecommunications Corporation 

Before the Michigan Public Service Commission 
Case No. U-11366 
In the matter of the application under Section 31 O(2) ana’ 204, and the complaint under Section 
205(2) and 203, of MCI Telecommunications Corporation against Ameriteck requesting a reduction 
in intrastate switched access charges 
On behalf of MCI Telecommunications Corporation 

Before the Michigan Public Service Commission 
Case No. U-13531 
In the matter, on the Commission’s own motion, to review the costs of telecommunications services 
provided by SBC Michigan 
On behalf of AT&T, Worldcom, McLeodUSA, and TDS Metrocom 

Before the Michigan Public Service Commission 
Case No. U-11831 
In the Matter of the Commission’s own motion, to consider the total service long run incremental 
costs for  all access, toll, and local exchange services provided by Ameritech Michigan 
On behalf of MCIWorldCom, Inc. 
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Before the Michigan Public Service Commission 
Case No. U-11830 
In the matter of Ameritech Michigan’s Submission on Performance Measures, Reporting, and 
Benchmarks, Pursuant to the October 2, I998 Order in Case No. U-11654 
On behalf of Covad Communications, McLeodUSA Telecommunications Services, LDMI 
Telecommunications, Talk America, and XO Communications Services 

Before the Michigan Public Service Commission 
MPSC Case No. U-14952 
In the matter of the formal complaint of TDSMetrocom, LLC, LDMI, Telecommunications, Inc and 
XO Communications Services, Inc against Michigan Bell Telephone Company, d/b/a AT&T 
Michigan, or in the alternative, an application 
On behalf of TDS Metrocom, LDMI Telecommunications, and XO Communications Services 

Before the Minnesota Public Utilities Commission 
Docket No. P-421, et al./PA-10-456 
In the Matter of the Joint Petition for Approval of Indirect Transfer of Control of m e s t  Operating 
Companies to CenturyLink 
On behalf of Cbeyond Communications, Charter FiberLink, Integra Telecom, Level 3 
Communications, PAETEC Business Services, TDS Metrocom, Orbitcom and POPP.com 

Before the Minnesota Public Utilities Commission 
PUC Docket No. P-442,421,3012 /M-01-1916 
In Re Commission Investigation Of B e s t ’ s  Pricing Of Certain Unbundled Network Elements 
On behalf of Otter Tail Telecom, Val-Ed Joint Venture d/b/a 702 Communications, McLeodUSA 
Telecommunications, Eschelon Telecom, and USLink 

Before the Minnesota Public Utilities Commission 
PUC Docket N o .  P-421/AM-06-713 
OAH Docket No. 3-2500-17511-2 
In the Matter of w e s t  Corporation’s Application for Commission Review of TELRIC rates Pursuant 
to 47 US.C. j 251 
On behalf of Integra Telecom of Minnesota, McLeodUSA Telecommunications Services, 
POPP.com, Covad Communications Company, TDS Metrocom, and XO Communications 

Before the Minnesota Public Utilities Commission 
PUC Docket #P-421/CI-05-1996 
OAH Docket No. 12-2500-17246-2 
In the Matter of a Potential Proceeding to Investigate the Wholesale Rate Charged by w e s t  
On behalf of Integra Telecom, McLeodUSA Telecommunications Services, POPP.com, Covad 
Communications Company, TDS Metrocom, and XO Communications 
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Before the Montana Public Service Commission 
Docket No. D2010.5.55 
In the Matter of Joint Application of @est Communications International, Inc. and CenturyLink, 
Inc., for Approval of Indirect Transfer of Control of @est Corporation, @est Communications 
Company, LLC, and &est LD Corp. 
On behalf of Integra Telecom 

Before the New Jersey Board of Public Utilities 
Petition of Focal Communications Corporation ofhew Jersey For Arbitration Pursuant to Section 
252(b) of the Telecommunications Act of I996 to Establish an Interconnection Agreement with Bell 
Atlantic 
On behalf of Focal Communications Corporation of New Jersey 

Before the New Jersey Board of Public Utilities 
Docket No. TO00060356 
I/M/O the Board’s Review of Unbundled Network Elements Rates, Terms and Conditions of Bell 
Atlantic-New Jersey, Inc. 
On behalf of WorldCom, Inc. 

Before the New Jersey Board of Public Utilities 
Docket No. TO03090705 
In The Matter, The Implementation Of the Federal Communications Commission’s Triennial Review 
Order 
On behalf of Conversent Communications of New Jersey 

Before the New Jersey Board of Public Utilities 
Docket No. TX08090830 
In the Matter of the Board’s Investigation and review of Local Exchange Carrier Intrastate Access 
Rates 
On behalf of One Communications, PAETEC Communications, US LEC of Pennsylvania, Level3 
Communications, and XO Communications Services 

Before The New Mexico Public Regulatioii Commission 
Docket No. 96-307-TC 
Brooks Fiber Communications of New Mexico, Inc. Petition for Arbitration 
On behalf of Brooks Fiber Communications of New Mexico, Inc. 

Before The New Mexico Public Regulation Commission 
Utility Case No. 3495, Phase B 
In the matter of the consideration of costing and pricing rules fo r  OSS, collocation, shared 
transport, non-recurring charges, spot fiames, combination of network elements and switching. 
On behalf of the Commission Staff 

Page 12 



Exhibit AH A- 1 

August H. Ankum, Ph.D. 
1520 Spruce Street, Suite 306 
Philadelphia, PA 19102 
61 8 364 2505 $SI consulting, inc. 

Before the New York Public Service Commission 
Case Nos. 95-C-0657,94-C-0095,91-C-1174 
Commission Investigation into Resale, Universal Service and Link and Port Pricing 
On behalf of MCI Telecommunications Corporation 

Before the New York Public Service Commission 
Case 99-C-0529 
In the Matter of Proceeding on Motion of the Commission To Reexamine Reciprocal Compensation 
On behalf Of Cablevision LightPath, Inc. 

Before the New York Public Service Commission 
Case 98-C-1357 
Proceeding on the Motion of the Commission to Examine New York Telephone Company s Rates for 
Unbundled Network Elements 
On behalf of Corecomm New York, Inc. 

Before the New York Public Service Commission 
Case 98-C-1357 
Proceeding on Motion of the Commission to Examine New York Telephone Company’s Rates for 
Unbundled Network Elements 
On behalf of MCIWorldCom 

Before the State Of New York Public Service Commission 
Case 02-C-1425 
In The Matter, Proceeding on Motion of the Commission to Examine i..? Processes, and Related 
Costs of Performing Loop Migrations on a More Streamlined (e.g., Bulk) Basic 
On behalf of Conversent Communications of New York. LLC 

Before the Public Utilities Commission of Ohio 
Case No. 96-888-TP-ARB 
In the Matter ofMCI Telecommunications Corporation Petition for Arbitration Pursuant to Section 
252@) of the Telecommunications Act of 1996 to Establish and Interconnection Agreement with 
Ameritech Ohio 
On behalf of MCI Telecommunications Corporation 

Before the Public Utilities Commission of Ohio 
Case No. 96-922-TP-UNC. 
In the Matter of the Review of Ameritech Ohio’s Economic Costs for  Interconnection, Unbundled 
Network Elements, and Reciprocal compensation for Transport and Termination of Local 
Te 1 e co mm un icatio ns Tra fJ;c 
On behalf of MCI Telecommunications Corporation 
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Before the Public Utilities Commission of Ohio 
Case No. 00-1368-TP-ATA 
In the Matter of the Review of Ameritech Ohio's Economic Costs for Interconnection, Unbundled 
Network Elements, and Reciprocal Compensation for Transport and Termination of Local 
Telecommunications Traf$c. Case No. 96-922-TP-WC and In the Matter of the Application of 
Ameritech Ohio for Approval of Carrier to Carrier Tariff 
On behalf of MCIWorldCom and AT&T of the Central Region 

Before the Public Utilities Commission of Ohio 
Case No. 97-152-TP-ARB 
In the Matter of the Petition of MCI Telecommunications Corporation for Arbitration Pursuant to 
Section 252(b) of the Teleconimunications Act of 1996 to Establish an Interconnection Agreement 
with Cincinnati Bell Telephone Company 
On behalf of the MCI Telecommunications Corporation 

Before the Public Utility Commission of Ohio 
Case No. 02-1280-TP-UNC 
In the Matter of the Review of SBC Ohio's TELRIC Costs for Unbundled Network Elements 
On Behalf of MCImetro Access Transmission Services, McLeodUSA Telecommunications Services, 
Covad Communications Company, XO Communications, and NuVox Communications 

Before the Public Utility Commission of Ohio 
Case No. 08-45-TP-ARB 
In the Matter of the Petition of Communication Options, Inc. for Arbitrntion of Interconnection 
Rates, Terms and Conditions and Related Arrangements with United Telephone Company of Ohio 
d/b/a Embarq Pursuant to Section 252yO) of the Telecommunications Act of 1996 
On behalf of Communications Options, Inc. 

Before the Oregon Public Utility Commission 
Docket UM 1484 
In the Matter of CenttityLink, Inc. Application for Approval of Merger between CenturyTel, Inc. and 
@est Communications International, Inc. 
On behalf of Covad Communications Company, Charter FiberLink, Integra Telecom, Level 3 
Communications and tw telecom 

Before the Pennsylvania Public Utility Commission 
Docket No. 1-00940035 
In Re: Formal Investigation to Examine Updated Universal Service Principles and Policies for  
telecommunications Services in the Commonwealth Interlocutory order, Initiation of Oral Hearing 
Phase 
On behalf of MCI Telecommunications Corporation 
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Before the Pennsylvania Public Utility Commission 
Docket No. M-0001352 
Structural Separation of Verizon 
On behalf of MCI WorldCom 

Before the Puerto Rico Telecommunications Regulatory Board 
Docket No. 97-0034-AR 
Petition for Arbitration Pursuant to 47 U.S.C. & (3) and the Puerto Rico Telecommunications Act of 
1996, regarding Interconnection Rates Terms and Conditions with Puerto Rico Telephone Company 
On behalf of Cellular Communications of Puerto Rico, Inc. 

Before the Public Service Commission of South Carolina 
Dockets Nos. 2008-325-C, 2008-326-C, 2008-327-C, 2008-328-C, and 2008-329-C 
In Re: Docket No. 2008-325-C -Application of Time Warner Cable Information Services (South 
Carolina), LLC db/a  Time Warner Cable to Amend its Certijicate of Public Convenience and 
Necessity to Provide Telephone Services in the Service Area ofFarmers Telephone Cooperative, Inc. 
and for Alternative Regulation 
On behalf of Time Warner Cable 

Before the Public Utility Commission of South Dakota 
Docket TC07-117 
In the Matter of the Petition of Midcontinent Communications for the Approval of its Intrastate 
Switched Access Tariff and for an Exemption from Developing Company-Specific Cost-Based 
Switched Access Rates 
On Behalf of Midcontinent Communications, Inc. 

Before the State of Rhode Island and Providence Plantations Public Utilities Commission 
Docket No. 2252 
Comprehensive Review of Intrastate Telecommunications Competition 
On behalf of MCI Telecommunications Corporation 

Before the State of Rhode Island and Providence Plantations Public Utilities Commission 
Docket Nos. 3550 and 2861 
In The Matter, Impleinentation of the Requirements of the FCC ’s Triennial Review Order (“TRO ’7 
On behalf of Conversent Communications of Rhode Island, LLC 

Before the Tennessee Public Service Commission 
Docket No. 96-00067 
Avoidable Costs of Providing Bundled Services for Resale by Local Exchange Telephone Companies 
On behalf of MCI Telecommunications Corporation 
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Before the Public Utility Commission of Texas 
Docket No. 7790 
Petition of the General Counsel for an Evidentiary Proceeding to Determine Market Dominance 
On behalf of the Public Utility Commission of Texas 

Before the Public Utility Commission of Texas 
Docket No. 8665 
Application of Southwestern Bell Telephoiie Compay for Revisions to the Customer Spec$c Pricing 
Plan Tar@ 
On behalf of the Public Utility Commission of Texas 

Before the Public Utility Commission of Texas 
Docket No. 8478 
Application of Southwestern Bell Telephone Company to Amend its Existing Customer Specific 
Pricing Plan  tar^ As it Relates to Local Exchange Access through Integrated Voice/Data 
Multiplexers 
On behalf of the Public Utility Commission of Texas 

Before the Public Utility Commission of Texas 
Docket No. 8672 
Application of Southwestern Bell Telephone Company to Provide Custom Service to Specific 
Customers 
On behalf of the Public Utility Commission of Texas 

Before the Public Utility Commission of Texas 
Docket No. 8585 
Inquiry of the General Counsel into the Reasonableness of the Rates and Services of Southwestern 
Bell Telephone Company 
On behalf of the Public Utility Commission of Texas 

Before the Public Utility Commission of Texas 
Docket No. 9301 
Southwestern Bell Telephone Company Application to Declare the Service Market for  CO LAN 
Service to be Subject to Signijicant Competition 
On behalf of the Public Utility Commission of Texas 

Before the Public Utility Commission of Texas 
Docket No. 10382 
Petition of Southwestern Bell Telephone Compary for Authority to Change Rates 
On behalf of the Public Utility Commission of Texas 
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Before the Public Utility Commission of Texas 
Docket No. 14658 
Application of Southwestern Bell Telephone Company, GTE Southwest, Inc., and Contel of Texas, 
Inc. For Approval of Flat-rated Local Exchange Resale Tariffs Pursuant to PURA 1995 Section 
3.2532 
On behalf of the Office of Public Utility Counsel of Texas 

Before the Public Utility Commission of Texas 
Docket No. 14658 
Application of Southwestern Bell Telephone Company, GTE Southwest, Inc., and Contel of Texas, 
Inc. For Interim Number Portability Pursuant to Section 3.455 of the Public Utility Regulatory Act 
On behalf of the Office of Public Utility Counsel of Texas 

Before the Public Utility Commission of Texas 
Docket Nos. 16226 and 16285 
Application ofAT&T Communications for Compulsory Arbitration to Establish an Interconnection 
Agreement Between AT&T and Southwestern Bell Telephone Company, and Petition of MCI,for 
Arbitration under the FTA96 
On behalf of AT&T and MCI 

Before the Public Utility Commission of Texas 
Docket No. 21982 
Proceeding to examine reciprocal compensation pursuant to section 252 of the Federal 
Telecommunications of 1996 
On behalf of Taylor Communications 

Before the Public Utility Commission of Texas 
Docket No. 25834 
Proceeding on Cost Issues Severed from PUC Docket 24542 
On behalf of AT&T and MCIMetro 

Before the Public Utility Commission of Texas 
PUC Docket No. 31831 
Staffs Petition to Determine whether Markets of Incumbent Local Exchange Carriers (ILECs) 
Should Remain Regulated 
On behalf of the Office of Public Utility Counsel of Texas 
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Before the Public Utility Commission of Texas 
PUC Docket No. 34723 
Petition for Review of Monthly Per-Line Support Amounts ji-om the Texas High Cost Universal 
Service Plan Pursuant to PURA § 56.031 and P. U C. Subst. R. 26.403 
On behalf of the Office of Public Utility Counsel of Texas 

Before the Public Utility Commission of Texas 
Docket No. 33323 
Petition of UTEX Communications Corporation for  Post-Interconnection Dispute resolution with 
AT&T Texas and petition of AT&T Texas for Post Interconnection Dispute Resolution with UTEX 
Communications Corporation 
On behalf of UTEX Communications Corporation 

Before the Public Utility Commission of Texas 
SOAH Docket No. 473-07-1365 
PUC Docket No. 33545 
Application of McLeodUSA Telecommunications Services, Inc. for Approval of Intrastate Switched 
Access rates Pursuant to PURA Section 52.155 and PUC Subst. R. 26.223 
On behalf of McLeodUSA Telecommunications Services 

Before the Utah Public Service Commission 
Docket No. 10-049-16 
Joint Application of @vest Communications International, Inc. and CenturyTel, Inc. forApprova1 of 
Indirect Transfer of Control of @vest Corporation, m e s t  Communications Company, LLC and 
@est LD Corporation 
On behalf of Integra Telecom, Level 3 Communications, PAETEC Business Services and tw telecom 

Before the Utah Public Service Commissioii 
Docket No. 01-049-85 
In the Matter of the Determination of the Costs Investigation of the Unbundled Loop of @est 
Corporation, Inc. 
On behalf of AT&T and WorldCom 

Before the Public Service Commission of Utah 
Docket No. 09-049-37 
In the Matter of the Complaint of @est Corporation against McLeodUSA Telecommunications 
Services, Inc., d/b/a PAETEC Business Services 
On behalf of McLeodUSA Telecommunications Services 
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Before the Vermont Public ,;rvice Boar 
Docket No. 5713 
Investigation into NET’s tarifffiling re: Open Network Architecture, including the Unbundling of 
NET’S Network, Expanded Interconnection, and Intelligent Networks 
On behalf of MCI Telecommunications Corporation 

Before the Washington Utilities and Transportation Commission 
Docket No. UT-100820 
In the matter of Joint Application of Qwest Communications International, Inc. and CenturyTel, Inc. 
for Approval of Indirect Transfer of Control of @est Corporation, @est Communications 
Company LLC, and Qwest LD Corp. 
On behalf of Cbeyond Communications, Covad Communications Company, Integra Telecom, Level 
3 Communications, PAETEC Business Services and tw telecom 

Before the Washington Utilities and Transportation Commission 
Docket No. UT-090892 
@est Corporation (Complainant) v. McLeodUSA Telecommunications Services, Inc., d/b/a 
PAETEC Business Services (Respondent) 
On Behalf of McLeodUSA Telecommunications Services 

Before the Public Service Commission of Wisconsin 
Cause No. 05-TI-138 
Investigation of the Appropriate Standards to Promote Effective Competition in the Local Exchange 
Telecommunications Market in Wisconsin , 

On behalf of MCI Telecommunications Corporation 

Before the Public Service Commission of Wisconsin 
Docket 670-TI-120 
Matters relating to the satisfaction of conditionsfor offering interLATA services (Wisconsin Bell, 
Inc. d/b/a Ameritech Wisconsin) 
On behalf of MCI Telecommunications Corporation 

Before the Public Service Commission of Wisconsin 
Docket Nos. 6720-MA-104 and 3258-MA-101 
In the Matter ofMCI Telecommunications Corporation Petition for Arbitration Pursuant to Section 
252fi) of the Telecommunications Act of 1996 to Establish an Interconnection Agreement with 
Wisconsin Bell, Inc. d/b/a Ameritech Wisconsin 
On behalf of MCI Telecommunications Corporation 
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Wisconsin Before the Public Service Commission o 
Docket No. 05-TI-349 
Investigation Into The Establishment of Cost-Related Zones For Unbundled Network Elements 
On behalf of AT&T Communications of Wisconsin, McLeodUSA Telecommunications Services, 
TDS Metrocom, and Time Warner Telecom 

Before the Public Service Commission of Wisconsin 
Docket No. 6720-TI-161 
Investigation into Ameritech Wisconsin 's Unbundled Network Elements 
On behalf of AT&T Communications of Wisconsin, WorldCom, Rhythms Links, KMC Telecom, 
and McLeodUSA Telecommunications Services 

AFFIDAVITS AND DECLARATIONS SUBMITTED TO THE FEDERAL 
COMMUNICATIONS COMMISSION 

Before the Federal Communications Commission 
File No. EB-04-MD-006 
EarthLink, Inc. (Complainant) v. SBC Communications Inc., SBC Advanced Solutions, Inc 
(Defendants) 
On behalf of Earthlink, Inc. 

Before the Federal Communications Commission 
C C  Docket No. 04-223 
In the Matter of Petition of B e s t  Corporation for  Forbearance Pursuant to 47 U S .  C. $1 60(c) in 
the Omaha Metropolitan Statistical Area 
On behalf of McLeodUSA Telecommunications Services 

Before the Federal Communications Commission 
CC Docket No. 01-92 
In the Matter of Developing a Unij?ed Intercarrier Compensation Regime 
On behalf of NuVox Communications 

Before the Federal Communications Commission 
CC Docket No. 01-92 
I n  the Matter of Developing a Unij?ed Intercarrier Compensation Regime 
On Behalf of Cavalier Telephone, Inc. 

Before the Federal Communications Commission 
W C  Docket No. 05-337 CC Docket No. 96-45 W C  Docket No. 03-109 WC Docket No. 06-122 
CC Docket No. 99-200 CC Docket No. 96-98 C C  Docket No. 01-92 CC Docket No. 99-68 WC 
Docket No. 04-36 
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In the Matter of High-Cost - iiversa Service Support Federal-State Joint Board on Universal 
Service Lifeline and Link Up Universal Service Contribution Methodology, Numbering Resource 
Optimization Implementation of the Local Competition Provisions in the Telecommunications Act of 
1996, Developing a Unijied Intercarrier Compensation Regime, Intercarrier Compensation for ISP- 
Bound Traffic IP-Enabled Services 
On behalf of PAETEC 

Before the Federal Communications Commission 
W C  Docket No. 07-97 
In the Matter ofpetitions of @est Corporation for Forbearance Pursuant to 47 US. C. §160(c) in the 
Denver, Minneapolis-St. Paul, Phoenix, and Seattle Metropolitan Statistical Areas 
On behalf of PAETEC 

Before the Federal Communications Commission 
W C  Docket No. 09-223 
In the Matter oJ: Cbeyond, Inc. Petition for Expedited Rulemaking to Require Unbundling of Hybrid, 
FTTH, and FTTC Loops Network Elements Pursuant to 47 U.S.C. $2.51 (c)(3) of the Act 
On behalf of Covad Communications Company 

Before the Federal Communications Commission 
GN Docket Nos. 09-47,09-51, 09-137 
Comments Sought on Broadband Stu& Conducted by the Berkman Center for Internet and Sociey. 
NBP Public Notice #13 
On behalf of Covad Communications Company 

MISCELLANEOUS 

U.S. District Court, Northern District of Illinois Eastern Division 
Case No. 05-C-6250 
Cingular Wireless, LLC, a Delaware Limited Liability Company V Omar Ahniad 
On behalf of Omar Ahinad 

Ingham County Circuit Court 
Case No. 04-689-CK 
T&S Distributors, LLC Custom Softwaue, Inc., Arq, Inc., Absolute Internet, Inc., CAC Medianet, Inc, 
ACD Telecom, Inc., and Telnet Worldwide, Inc. V. Michigan Bell Telephone Company, d/b/a SBC 
Michigan 
On behalf of ACD Telecom, and Telnet Worldwide 
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United States District Court, Northern District of Texas Dallas Division 
Civil Action No. 09-CV-1268 
Southwestern Bell Telephone Company, et. al. Plaint@s, vs. IDT Telecom, Inc., Entrix Telecom, 
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I. IDENTIFICATION OF WITNESS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND OCCUPATION. 

My name is Patrick J Quinn. My business address is 5521 E Cholla St Scottsdale, Arizona 85254. I am 

the managing partner of Quinn and Associates, LLC a consulting fum retained by the Residential Utility 

Consumer Office (“RUCO”) in this docket. 

PLEASE DESCRIBE YOUR EDUCATIONAL AND PROFESSIONAL BACKGROUND. 

I have a Bachelor of Science degree in Mathematics (1 976) and a Master of Business Administration 

(1 977) from the University of South Dakota. I began my 30 year career working for the Bell System at 

Northwestern Bell in Omaha, Nebraska in 1977. I have held various management positions including 

but not limited to pricing, budgets, regulatory and public policy. See Exhibit 1, which provides greater 

details of my work history. I have testified over fifty times in numerous states, including Arizona, 

Minnesota, Iowa, Nebraska, North Dakota, South Dakota, and Wyoming. Throughout my career, I have 

developed and implemented regulatory policies and provided expert testimony on alternative forms of 

regulation, competition, access charges, depreciation, exchange sales, revenue requirements, rate design 

and other related issues. 

Additionally, I believe I bring a unique perspective to this docket being previously employed as Director 

Regulatory Affairs for Arizona from 1990 until 1993 and President of Qwest Arizona from 2002 until 

my retirement in 2008. I have been involved in regulatory issues in Arizona for 20 years and have a 

deep understanding on how the telecommunications landscape has evolved. 
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HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THE ARIZONA 

CORPORATION COMMISSION (“COMMISSION”)? 

Yes. I have testified before this Commission several times since 1991. My testimony has covered topics 

including rate case settlements, revenue requirement, competition, policy, products and pricing, service 

quality and other related telecommunication industry issues. 

II. INTRODUCTION 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

As a representative of RUCO whose primary function is to protect and represent the residential 

consumers of Arizona in Utility cases, I will be limiting my testimony to the effects of CenturyLink’s 

Application on residential customers. As part of my testimony, I will depict the current state of 

competition in Arizona for the telecommunication industry. Furthermore, I will include RUCO’s 

recommendation of whether CenturyLink used the proper methods in determining whether certain 

residential services should be reclassified to competitive Basket 3 or to be deregulated entirely. Part of 

this determination will be whether CentryLink has met their burden of proof in establishing the 

reclassification. I will also discuss rate deaveraging; the importance of this concept and why it needs to 

be addressed in this Docket by the Commission. Finally, I will describe general concerns RUCO has 

with the Application and will make recommendations on what appropriate action the Commission 

should take to protect residential customers of Arizona. 
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In. ANALYSIS OF COMPETITIVE CLASSIFICATION 

I .  PRICE CAP PLAN 

HOW FAMILIAR ARE YOU WITH CENTURYLINK PRICE CAP PLAN BASKET 

APPROACH? 

I am very familiar with the Plan. During the development of the original Price Cap Plan I was working 

in the Public Policy group for CentryLink’s predecessor, Qwest, at its former corporate headquarters in 

Denver. One of my main responsibilities at that time involved developing and implementing regulatory 

plans and strategies. I helped design and develop the original Price Cap Plan (“Plan”) for Arizona. In 

2002, I returned to Arizona as President of Qwest Arizona and was involved with all of the filings at the 

Commission including signing the settlement in Docket NO. T-0105 1B-03-0454, Decision NO 68604. 

The series of Price Cap Plan filings were designed by Qwest as a method to transition fiom a monopoly 

into a competitive market under Commission oversight. Included in the process was a plan to separate 

competitive services fiom non-competitive services based on the telecommunication industry opening 

up to competition. The plan was created to allow changing market conditions to be taken into account 

so that as products and services became competitive they could be moved from one basket to another 

and allow more regulatory freedom for Qwest and now CenturyLink. However, minimal movement of 

services and products occurred from the plan’s approval in March of 2001 until today. There were slight 

modifications to the Price Cap Plan in 2005, but the framework essentially remained the same even 

though market conditions have changed dramatically. 

CenturyLink’ s Application significantly differs from the original framework by moving most residential 

products and services from Basket 1 , Hard Capped Retail Services, and Basket 2, Limited Pricing 
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Flexibility Retail Services, to Basket 3, Flexibly-Priced Competitive Services. Additionally they are 

moving most services currently in Basket 3 to total deregulation'. The Application does not request any 

changes in the Wholesale Basket 4 which contains switched access, wholesale interconnection services 

(including UNES) and Public Access Line (PAL) service. 

2. COMPETITION IN THE TELECOMMUNICATION IiYDUSTRY 

HAS COMPETITION IN THE TELECOMMUNICATIONS INDUSTRY IN ARIZONA 

CHANGED SINCE THE ADOPTION OF THE PRICE CAP PLAN IN 2001? 

Yes. With the passage and implementation of the Telecommunications Act of 1996, the market in 

Arizona started to move from a predominantly monopolistic environment to the very competitive 

environment that exists today. Many competitors, including wireless, cable, competitive local exchange 

companies (CLECs) and other VOIP providers have entered the consumer voice market through 

different means. The vast majority of the loss of access lines and related services for CenturyLink can be 

attributed to the increase in wireless and cable competition. According to Mr. Brigham's testimony2 

CLECS and other VOIP competitors account for less than pegin confidential]m[end confidential] of 

the total market. His testimony3 further states that [begin confident ia l lm [end confidential] of 

customers have no voice option. 

Basket 3 allows for rate changes on services to utilize the streamlined rate treatment pursuant to R14-2-1110 which includes some 
:ommission oversight. The deregulation classification removes the services from all regulation by the Commission according to  
4.R.S. 40-281(E). Both fundamentally change the way rates are set. 
Direct Testimony of Robert H. Brigham on behalf of CenturyLink January 25, 2012, page 19, lines 8 - 9. 
Brigham a t  19, line 11. 
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One of the major developments that contributed to the loss of access lines was the explosion of the 

wireless phone market. Mr. Brigham’s testimony4 estimates that currently, wireless only customers are 

[begin confidential]- [end confidential] of the voice market in Arizona. Wireless only customers 

are defined as customers that have “cut the cord” and no longer have wire line services. Presently, there 

are still many customers that have both wireless and wire line service. In the late 1990’s it was hard to 

imagine the extent of this explosion and the impact on the telecommunication industry and on how 

people communicate. According to the FCC, wireless connections have grown at a rate of 143% since 

2001 and there are 5.3 million cell phones in Arizona compared to 2.7 million wire line connections. In 

2001, there were 2.1 million cell phones and 2.8 million wire line connections. Cell phones in my 

opinion are not only a substitute for wire line but they offer many advantages over wire line service. 

Besides the obvious benefit of added mobility, they have popular custom calling features, can be used to 

connect to the internet and offer an exponentially increasing number of custom applications that are not 

available to the basic wire line provider. Associated with the wireless phone explosion is the number of 

individuals that have cut the cord and have no wire line service. The National Center for Health 

Statistics estimates that 3 1.6% have already “cut the cord” and the number continues to 

demonstrates how the market is changing and consumer’s expectation of basic telephone service is 

This 

evolving. 

Historically, after moving to a new house, the first thing one did was to have your telephone connected 

so that all your other services could be ordered and checked. Now many people simply use their cell 

phones and are more concerned about high speed internet and video being at their new address, than a 

’ Brigham’s Testimony page 19, line 10. 
’ Brigharn at 49, line 7. 
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wire line phone. In my own immediate family we have 8 people, 6 households, 9 cell phones and 2 wire 

lines. One of the wire lines is designated specifically for high speed internet and faxes and the other is 

because I cannot let go of the past. In 2000 approximately 96% of households in Arizona had wire line 

services, while today only 64.7% have wire line services.6 Wireless service is a major competitor for the 

residential consumer voice dollar. 

As aggressive as the wireless providers are in pursuing the residential voice consumer, the cable 

companies are just as aggressive adding voice services to their video and high speed internet product 

offerings. The added benefit of bundling those services together has provided significant competition to 

CenturyLink services. Cable companies overlap the majority of CenturyLink‘s service territory 

covering 88% of their wire centers according to Mr. Brigham’s testimony7, and account for [begin 

confidential] - [end confidential] of the consumer voice market as stated by Mr. Brigham in his 

testimony.* Cable companies’ products and services are clearly substitutes for CenturyLink’s products 

and compete directly for residential customers. For a variety of reasons the telecommunication market 

in Arizona appears to be very competitive overall. However, while the overall market is competitive 

there remains a significant portion of the residential consumer market that needs further examination to 

determine if competition in the residential consumer market actually exists. 

’ U.S. Census Bureau, Housing and Household Economic Statistics Division Last revised October 31, 2011. 
Last visited February 2012. (According to the Census 
was determined by subtracting the number of homes 

Nith access in 2000 (96.3%) minus the number of customers who have “cut the wire” 31.6% by 2011. 
Brigham a t  25, line 1. 

’ Brigham a t  19, line 7. 
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WHAT PARTS NEED TO BE EXAMTNED FURTHER? 

CenturyLink paints a compelling picture as to the competitiveness of telecommunications in its service 

territory in Arizona. CenturyLink’s approach, however, relies on a broad brush high level evaluation of 

statewide competition to justify the competitive reclassification on many of its services. CenturyLink 

has provided little evidence of competition for basic residential service by wire center that contains an 

analysis of what competitors are actually offering in the way of services to residential consumers. Most 

of the information and evaluation centers on the mere existence of competitors by wire center and what 

products they might offer. By failing to break up the market into distinct geographic areas, the 

testimony fails to address what competitors or services are available to rural areas and other areas with 

low population densities. Large metro areas, like Phoenix and Tucson, have access to competitor 

services, but the question remains as to what opportunities other areas may have for competitive 

services. 

PLEASE DESCRIBE WHAT YO1 MEAN BY A BROAD BRUSH APPROACH? 

By broad brush I mean that CenturyLink has used statewide and service territory numbers to 

demonstrate the presence of competition in their entire service territory. CenturyLink has shown a 

significant amount of residential access line loss since 200 1, a large number of competitors present by 

wire center and a breakdown of the percentage of residential access lines that each competitor controls 

in the current market. From December of 2001 to December of 2010, CenturyLink has lost 61% of its 

residential access lines according to Mr. Brigham’s testimony.’ It is apparent that there is significant 

competition and alternatives available to residential customers in the Phoenix and Tucson Metros and 

Brigham a t  12, footnote 4. 
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other large cities. Unfortunately, there is little information to show how overall competition numbers 

relate to residential services provided in smaller communities or wire centers. 

When trying to determine alternative service providers for residential customers in the less populated 

areas, it is unclear whether the competition claimed by CenturyLink in some areas outside of the major 

metros is for business customers, residential customers or both. CenturyLink admits, in its 

Application'', and in Mr. Brigham's testimony'' that not all customers have competitive options. Mi. 

Brigham testifies12 that [begin confidential]- [end confidential] of residential customers have no 

voice option. CentryLink's response to a RUCO Discovery Request claims someone must be covering 

them, but does not specify who or offer any evidence to show ~0verage.l~ In fact, CenturyLink relies on 

the number and presence of competitive service providers by wire centers and not actual competition or 

market share statistics. Nor does CenturyLink provide any information on what services are actually 

being provided to residential customers. It appears that CenturyLink's theory is that if there is any kind 

of competitor in a wire center then a residential customer has an option to get service from an alternative 

provider. 

Additionally, CenturyLink has utilized the high degree of cornpetition statewide to reach a broad and 

sweeping conclusion that competition must exist in every wire center even in the lower density areas. In 

I order to address the potential effects of Centurylink's Application on residential ratepayers in lower 

density areas, the analysis needs to be broken down onto a service by service, wire center by wire center 

CenturyLink Application Docket NO. T-O1051B-11-0378 page5, line 20. 
Brigham at 5, line 24. 
Brigham at 19, line 11. 
Quinn Exhibit 2, response # 6. 
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basis. CenturyLink has performed a very limited service by service analysis. CenturyLink’s analysis is 

limited even for the large services like basic residential voice service. 

CenturyLink’s position is that Arizona has a very robust competitive telecommunications environment 

and most, if not all of their products in Basket 1 should be moved to Basket 3. In [begin confidential] 

- -  -~ 

[end confidential]. From the current information, it is difficult to determine what CLECs’ are actually 

offering in the way of residential services in each of these wire centers. As stated earlier in my 

testimony, only a small percentage of all customers are serviced by a CLEC or a VOIP provider. Most 

competition comes from cable and wireless. Getting details at the wire center level by competitor is 

difficult and there is limited available information about which competitors are offering residential 

services by wire center in rural areas. This lack of data creates a problem in determining how many 

residential customers in rural areas of Arizona have real competitive alternatives. If competitive 

alternatives do not exist, CenturyLink should not be granted competitive classification for those 

locations, unless safeguards are put into place to protect consumers fiom unwarranted prices. 

At issue is not whether the overall Arizona market is competitive as CenturyLink frames it. The 

question is whether all residential customers affected by this reclassification of residential services to the 

competitive Basket 3 have affordable competitive options available in CenturyLink’ s service territory. 

If not, what safeguards should be put in place to protect them? 

3. ANALYSIS OF PROPOSED RECLASSIFICATION 

7 SERVICES IS CENTURYLINKPROPOSING TO MOVE TO THE COMPETITIVE 

BASKET 3? 
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Exhibit 3, the CenturyLink’s Revised Attachment A, shows the services that the CenturyLink is 

proposing to move and identifies the Basket where they currently reside. Residential services are 

designated with an R in the right hand column of the exhibit. The vast majority of services (22 of 3 1) are 

residential with the largest number of affected customers in E.5.2.4 Flat Rate Service Primary Line and 

E5.7.1 Listing Services. 

IS THERE A PROCESS ESTABLISHED FOR CENTURYLINKTO MOVE RESIDENTIAL 

ESSENTIAL NON-COMPETITIVE SERVICES FROM BASKET 1 AND 2 TO COMPETITIVE 

BASKET 3? 

Yes. The method for CenturyLink to move services from Basket 1 and 2 to competitive Basket 3 was 

established in the original Price Cap Plan Decision NO. 63487, (page 6, lines 11 and 12). The method 

can be found in Arizona Administrative Code R14-2- 1 108 and Mr. Brigham utilized that method to 

develop his data to justify the services being moved to competitive Basket 3. 

WHAT PART OF R14-2-1108 DID MR BRIGHAM USE TO DEMONSTRATE THAT THE 

SERVCES SHOULD BE MOVED TO THE COMPETITIVE BUCKET? 

Exhibit 4 is the full text of Arizona Administrative Code R14-2- 1 108. Mr. Brigham relied upon Section 

B that describes the six conditions that have to be met in order to get a service declared competitive. 

DID YOU EVALUATE M R .  BRIGHAM’S ANALYSIS OF THE DATA HE USED TO 

DEMONSTRATE THAT CENTURYLINK NLET THE REQUIREMENTS OF R14-2-1108? 

Yes I did. I evaluated his analysis based on CentryLink’s filings and discovery responses, my years of 

regulatory experience as a former employee of Qwest and its predecessors, and my understanding of 

R14-2-1108. 

DO YOU AGREE THAT ALL SIX (6) CONDITIONS OF R14-2-1008 HAVE BEEN MET? 



A. 

2- 

9. 

2- 
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I have verified many of the statistics that Mr. Brigham relied upon to perform his analysis. The data he 

relied on is accurate, but does not provide a complete analysis. As I stated earlier, I believe that the data 

shows the existence of a highly competitive overall telecommunications market in Arizona, but that 

does not equate to a competitive alternative for every customer in CenturyLink’s service territory. Mr. 

Brigham paints a picture of massive residential access line loss by CenturyLink since 2001 and 

numerous competitors of all types positioned to capture customers throughout CenturyLink’s service 

territory. It is not clear however, whether the competitors for any given rural or low density area are 

providing services for business, residential or both. There are a few places as acknowledged by 

CenhuyLink where residential customers may not have any alternative provider for basic service. 

Although this situation exists, this should not be an impediment to the Commission’s approval of 

reclassifjmg the residential services to the competitive Basket 3 as long as safeguards are put in place 

and rate deaveraging is permitted. 

4. RATE DEA VERAGING 

YOU MENTIONED RATE DEAVERAGING. WOULD YOU DEFZNE WHAT YOU MEAN? 

Rate deaveraging is a method of determining rates based upon geographical difference, cost to provide 

service or some other variable like distance from the serving wire center that distinguishes between 

customers. 

IS THE ISSUE OF RATE DEAVERAGING A THRESHOLD ISSUE IN THIS CASE? IF SO, 

WHY? 

Yes - I believe it is. The Commission should decide this very important question prior to granting 

CenturyLink’s Application otherwise the Commission will be putting the cart before the horse. If 
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CenturyLink is not allowed to deaverage and must charge the same rates for different areas, then what is 

the point of moving the residential services to competitive other than a more streamlined way to change 

rates? CenturyLink would not lower its rates in one area to match competitors because that would then 

require them to lower their rates throughout the state. On the other hand, if CenturyLink is allowed to 

deaverage, what safeguards should be put in place to protect areas where little or no competition exists? 

The issue of deaveraging is a paramount concern to the resolution of this matter. 

HAS CENTURYLINK PROPOSED RATE DEAVERAGING IN ITS APPLICATION? 

No. CenturyLink did propose it in the previous Price Cap Plan Docket NO. 68604, but it was 

withdrawn and not included in the final settlement order. In response to a RUCO Discovery Request, 

CenturyLink stated, “The competitive rules do not require uniform statewide That statement 

leads to the conclusion that CenturyLink does not believe it needs to apply for rate deaveraging once the 

services are moved into the competitive Basket 3. 

DO YOU AGREE WITH CENTURYLINK ON THEIR INTERPRETATION THAT, “THE 

COMPETITVE RULES DO NOT REQUIRE UNIFORM STATEWIDE RATES?” 

I am not an attorney and believe this requires a legal analysis. However, as stated above, I believe that 

the Commission, prior to deciding the competitive issue, should make a determination in this docket, on 

whether CenturyLink has the ability to rate deaverage by virtue of reclassifying services to the 

competitive Basket 3 and include rate deaveraging in the final order. 

DO YOU HAVE ANY CONCERNS IF RATE DEAVERAGING IS ALLOWED UNDER THE 

COMPETITIVE RULES? 

4Quinn Exhibit 2, response # 1 
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Yes, not addressing the issue and allowing rate deaveraging by default poses some serious issues that 

need to be addressed in this Docket. Given proper safeguards, I believe rate deaveraging can be a viable 

approach to bringing more benefits to the residential customer and provide more flexibility for 

CenturyLink. This will require the development of an appropriate structure and administration. This 

issue should be resolved in this Docket and not when CenturyLink makes its initial R14-2-1110 filing. 

WHY DOES RATE DEAVERAGING NEED TO BE PART OF THE FINAL DECISION? 

I think that rate deaveraging enhances the benefits for residential customers for the services being 

moved to the competitive basket. It will allow CenturyLink to match competitors’ prices in highly 

competitive areas without having to adopt the same price in less competitive areas. It will allow the 

specific and individual conditions, like competition and different cost of services for an area, to help 

determine the correct price to charge. 

COULD THIS LEAD TO ONE GROUP OF CUSTOMERS SUBSIDIZING ANOTHER GROUP 

OF CUSTOMERS? 

Yes but to a much lesser degree than setting a standard rate. With standard pricing there is no question 

that the larger population centers are subsidizing the smaller population centers. With rate deavaeraging 

there could be some cross subsidization but it comes with the territory. Different groups of customers 

have been subsidizing other group of customers since the beginning of telephone service. For years it 

was common for commissions to set the price of basic business service two to three times the price of 

basic residential service even though the costs were essentially the same. Additionally, with uniform 

statewide residential customer rates being adopted, major cities subsidized residential customers in the 

more costly rural areas where the costs of providing services where much greater. Subsidization has 

always been a part of rate making policy. Competition takes away many of the opportunities for cross 
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subsidization but certain situations can still warrant subsidization. Rural customers still need proper 

safeguards put into place to protect the residential customers in non-competitive areas from extreme 

price increases. 

TEG RDS 

WHAT KINDS OF SAFEGUARDS MAY BE USED TO PROTECT THE RESIDENTIAL 

CONSUMERS IN NON-COMPETITIVE AREAS? 

There are several different types of safeguards that could be implemented if the Commission granted 

CenturyLink’s Application for competitive classification for its entire service territory. 

One method would be for the Commission to limit rate increases for basic residential voice service in 

non-competitive areas to no more than a certain percentage of the statewide weighted average rate. That 

would allow CenturyLink to set prices to match competitors, but would also limit the amount of price 

increase on customers who have no alternatives. This is similar to the methodology used by the 

Commission when placing the 25 percent cap on Basket 3 in Decision NO. 68604. 

Another method could be to limit price increases in non-competitive areas to a certain percentage per 

year for so many years, placing a cap on the maximum increase allowed during that time frame. For 

example in certain non-competitive areas CenturyLink can only raise rates 10% a year over a 5 year 

period with a maximum increase of no more than 30%. Then CenturyLinlc can choose when to 

implement increases. In all of the suggested courses of action, residential customers who had no 

alternative would be protected from unjustifiable rate increases. 
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A third method would be to provide a partial subsidy to customers who have no competitive alternative. 

This would allow CenhuyLink to set rates at a level they think is appropriate but provide the 

Commission the ability to help residential customers with no competitive alternative. The subsidy could 

be derived from current funds, like TAP for the medically needy. TAP has been greatly underutilized 

with a [begin confidential]- [end confidential] balance15 and an additional two million dollars 

being added every year. Approximately [begin confidential]m[end confidential] customers at a cost 

of around [begin confidential]-[end confidential] are funded by It could be modified to 

include residential customers in non competitive areas making them eligible for the subsidy. An amount 

of $lM could provide a monthly $3 subsidy for approximately 28,000 customers. 

Additionally assuming rate deaveraging, the Commission could require reports that show the number of 

customers by various rates for each product to make sure no customers are being unfairly charged. I 

have mentioned a few possible safeguards - RUCO is willing to consider others should the Commission 

believe it appropriate. 

Other issues that would have to be addressed would include; who are the residentk customers that have 

no competitive alternative; how to remove the non-competitive classification from areas that become 

competitive; and how to administer the adopted program. A starting place would be to look at less 

dense areas of CenturyLink’s service territory and do a survey to determine where competitive 

alternatives do not exist. A method also needs to be developed to allow CentryLink to demonstrate that 

competitive alternatives exist in an area and the safeguards can be removed. If ordered this could be 

Quinn Exhibit 6. 
Quinn Exhibit 6. 
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accomplished before CenturyLink makes its’ initial R14-2-1110 filing. This would allow CenturyLink 

to still have the competitive classification for their entire service area but provide protection for some 

customers. 

6. RECOMMENDATIONS ON COMPETITNE CLASSIFICATION 

SHOULD CENTURYLINK REQUEST TO MOVE RESIDENIAL SERVICES AS DESCRIBED 

IN EXHIBIT RHB-10 BE APPROVED? 

Even though CenturyLink has not shown competitive alternatives in all areas of their service territory, I 

believe they should be allowed to reclassify their residential services and place them in the competitive 

Basket 3, if the safeguards discussed above in my testimony are implemented in a satisfactory nature. 

IV. ANALYSIS OF DEREGULATION CLASSIFICATION 

1. ANALYSIS OF PROPOSED DEREGULATION 

CENTURYLINK IS ASKING THE COMMISSION TO DECLARE SEVERAL SERVICES IN 

BASKET THREE AS NON ESSENTIAL AND TO DEREGULATE THEM. HAVE YOU 

ANALYZED THEIR REQUEST? 

Yes. Exhibit 6 is CenturyLink’s Revised Attachment B with residential services identified in the far 

right column with an R. Attachment B contains 160 services that CenturyLink wants to reclassify as 

deregulated; of those only 19 are residential services. Of the 19 residential services only two services 

are of concern because of the number of residential customers involved. One service is C5.9.1 Home 
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Phone Package which according to a response to a RUCO Discovery Request17 has almost [begin 

confidential] w e n d  confidential] customers. The other service of concern is C 1 05.9.1 Obsolete 

Basic Exchange Packages which has over [begin confidential] m [end confidential] customers. In 

reviewing the remaining residential services they are mostly discretionary services and are already 

priced competitively and there is not a great risk to residential consumers if they are deregulated. 

DID YOU ANALYZE THE METHOD MR. BRIGHAM UTILIZED TO CONCLUDE THAT 

THESE SERVICES SHOULD BE DEREGULATED? 

No. Since the majority of the services that are being sought for deregulation are business services the 

evaluation is better left to the parties that are looking at the business side of the request. 1 only analyzed 

the affects of deregulation on the two previously mentioned residential services. 

WHAT CONCERNS DO YOU HAVE ABOUT THE TWO RESIDENTIAL SERVICES THAT 

YOU IDENTIFIED? 

Both services are packages that deal with residential customers and are currently in Basket 3. Basket 3 

requires that the price of the package cannot exceed the sum of the prices of the individual services. If 

these services are deregulated there will be no control on the price of these packages other than 

competitive pressure. Just like in the competitive classification, safeguards need to be enacted if there is 

no competitive pressure. 

2. RECOMMENDATION OF DEREG ULATION CLASSIFICA TION 

SHOULD CENTURYLINK'S DEREGULATION OF RESIDENTIAL SERVICES AS SHOWN 

IN THEIR REVISED ATTACHMENT B, BE APPROVED? 

~~~ 

Quinn Exhibit 7 
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CenturyLink should be allowed to reclassify these residential services as shown in Revised Attachment 

B as deregulated.” If safeguards as discussed in the competitive analysis are adopted, they should 

provide adequate protection for any residential customers with the deregulated services I discussed. 

V. RECOMMENDATIONS FOR APPROVAL OF CENTURYLINK’S APPLICATION 

Q. 

4. 

DO YOU HAVE SOME RECOMMENDATIONS FOR THE COMMISSION TO CONSIDER 

BEFORE CENTURYLINK’S APPLICATION CAN BE APPROVED? 

Yes. The following are my recommendations that need to be considered by the Commission and 

included in the final decision concerning CenturyLink’ s Application. 

1. Include in the final order CenturyLink’s commitments in testimony to: 

a. maintain current service quality measurement and reporting requirements; 

b. not make changes to Basket 4 which includes wholesale services; and 

c. “wrap up the Price Cap Plan” 

2. Resolve issue on rate deaveraging 

3. Require filing to “wrap up the Price Cap Plan” within one year 

4. Require filing under R14-2-1110 within one year 

5. Implement safeguards 

Quinn Exhibit 7 18 
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IF THERE IS SATIFACTORY RESOLUTION OF YOUR FIVE RECOMMENDATIONS AND 

THEY ARE JNCLUDED IN THE FINAL DECISION SHOULD THE COMMISSION 

APPROVE CENTURYLINK’S APPLICATION TO RECLASSIFY CERTAIN RESIDENTIAL 

SERVICES TO COMPETITIVE BASKET 3 AND TO DEREGULATE CERTAIN OTHER 

RESIDENTIAL SERVICES? 

If there is satisfactory resolution of my recommendations included in the fmal decision then I believe the 

Commission should approve CentryLink’s Application as it applies to residential services. My 

testimony does not address business services and therefore I do not make any recommendation on that 

part of the Application. 

under R14-2-1108, reclassifj the services fiom the competitive Basket 3 to its previous basket. 

DOES THAT CONCLUDE YOUR TESITMONY? 

Yes it does. 

Fortunately if the competitive environment changes, the Commission can, 
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EXHIBIT 1: W O R K  HISTORY R E L A T I N G  TO REGULATORY ISSUES 

Phoenix, Arizona (Oct. 2002 - Retirement Oct. 2008) 
President of @est Arizona 
Responsible for running all aspects of the Qwest operations in the state of Arizona, with annual revenues 
of approximately $2 billion. Developed and managed both expense and capital budgets, deployment of 
products, marketing and advertising. Represented the company when dealing with local, state and 
federal elected officials. Lobbied at all levels for issues important to Qwest. 
ACCOMPLISHMENTS 

Successfully lobbied to pass a property tax bill that reduced Qwest’s future property taxes by 
millions of dollars. 
Worked with state and federal regulatory commissions to obtain approval for Qwest to offer long 
distance service. 
Negotiated settlements with government officials and customers. 
Settled a fraud case with the Attorney General. 
Acquired new video franchises and settled previous disputes with various cities around the state. 
Successfully completed a rate case and many other issues with the Arizona Corporation 
Commission. 
Served in leadership positions on numerous business groups, charitable boards and 
boards/commissions appointed by the Governor and Legislature. 
Directed Qwest foundation giving. 

Denver, Colorado (Feb. 2000 - Oct. 2002) 
Vice President Corporate Policy and Law, US West/Qwest 
Developed and implemented policy and strategy for all areas of Qwest in the fourteen state Qwest region 
including interconnection agreements, capital deployment, operational requirements, public relations 
positions and rate cases. Responsible for governmental affairs including fundraising, political strategies 
and relationship building with elected officials. 
ACCOMPLISHMENTS 

Represented USWEST on regulatory and political issues during the merger with Qwest. 
Led successful regulatory approval of the merger at the state and federal level. 

Phoenix, Arizona and Denver, Colorado (June 1993- Feb. 2000) 
Regional Regulatory Executive Director, US West 
Developed and implemented strategic regulatory policy for U S WEST territory. Filed, defended and 
implemented all tariffs, rates and other issues requiring regulatory approvals. 
ACCOMPLISHMENTS 

One of lead negotiators in the sale of assets to Citizens Utility Company. 
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0 Testified as needed on issues before state commissions. 

Phoenix, Arizona (Sept. 1990 -June 1993) 
Director Regulatory Afsairs, US West 
Developed and implemented regulatory policy for the state of Arizona. Responsibilities included all 
issues before the Arizona Corporation Commission including price changes, addinghemoving products 
and providing services to new areas of the state. 
ACCOMPLISHMENTS 

0 

0 

e 

Testified in two rate case settlements increasing revenues by $78m and $30m. 
Settled customer issues and eliminated the calling zones around the Phoenix Metro area. 
Represented the Company in front of the Arizona Corporation Commission as necessary. 

Omaha, Nebraska (June 1987-September 1990) 
Regional Director Financial Modeling, US West 
Determined the financial impacts of migrating fiom traditional rate of return regulation to alternative 
forms of regulation for each of the 14 states and for the interstate jurisdiction price cap plan. 
ACCOMPLISHMENTS 

e 

e 

Provided financial analysis on all major strategies, including creating forecasted financial data 
for use in strategic and long range planning. 
Testified on financial issues and alternative forms of regulation. 

Omaha, Nebraska (Jan. 1984-June 1987) 
District Finunce Manager, NorthwesterdUS West 
Developed and supported fmancials for market and service unit rollouts. Responsible for the calculation 
of the interstate revenue requirement filing. 
ACCOMPLISHMENTS 

0 Testified before state and federal regulatory commissions on a variety of issues. 

Omaha, Nebraska (July 1977-Jan. 1984) 
Stafs Munager Corporate Budgets, Northwestern Bell 
Finance budget organization. Responsible for financial analysis, revenue forecasting 
ACCOMPLISHMENTS 

0 

0 

0 

Testified in commission proceeding in the five states of Northwestern Bell. 
Expert witness in the 1984 breakup of the Bell System. 
Provided economic analysis and performed demand models on various products determining 
the elasticity for each product. 
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EXHIBIT 2: RUCO’s SECOND SET OF DATA REQUESTS 

1. In Mr. Brigham’s testimony, if CenturyLink’s application is approved, he talks about setting rates for the 
approved competitive services using RS14-2-1110. Does CenturyLink believe that this would allow 
them to charge a different rate for 1FR service in Phoenix Metro versus Skull Valley? If so how did 
they reach that conclusion? If not, in the past CenturyLink and its predecessor companies proposed 
deaveraging prices so that one rate could be charged in one area and a different rate in another area. Is 
this still a goal of the Company and if so how do you intend to do it? 

RESPONSE: CenhuyLink’s Application asks only for competitive classification of services such as 1FRs. 
CenturyLink has not decided what rates we would change or how we would change them upon the 
Commission’s declaration of competitive classification. 

CenturyLink has presented evidence that the services listed on Attachment A to the Application are 
competitive in every part of CenturyLink’s service area. Although the question of rate levels is not now 
before the Commission, CenturyLink should be permitted to price its services competitively, taking into 
account local market conditions. Those conditions likely do vary between different geographic areas, and 
between and among different situations. The competitive rules do not require uniform statewide rates. 
Maximum rates filed are not effective until approved by the Commission under the streamlined procedures 
of Rule 11 10. 

2. In Mi.  Brigham’s testimony page 76, lines 1 through 5,  he talks about the need to revisit the Price Cap 
Plan and “wrap up the Price Cap Plan”. Would this revisiting include proposed rate changes using 
RS 14-2- 1 1 1 O? If not when would you intend to file to set maximum and minimum prices? 

RESPONSE: Any changes to the rate levels currently in effect would necessarily have -to be filed after the 
Commission acts upon the requests made in this docket, and must be approved by the Commission under 
Rule 1 110 before becoming effective. CenturyLink has not determined whether we would propose 
changes to the rate levels embodied in the Price Cap Plan tariffs immediately, or over time. While rate 
changes may be expected, CenturyLink has not determined which services’ rates will be revised first, 
whether they will be raised or lowered, or by how much. It is quite possible that some services’ rates will 
not be adjusted for some time. CenturyLink’s decisions in these matters by necessity will be influenced by 
future market conditions. 
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3. In Mr. Brigham’s testimony page 19, line 1 he shows CenturyLink’s market share at XX% (confidential) 
and several times in his testimony page 54, line 1 for example he mentions CenturyLink’s share of voice 
connections at less than 20%. What is the difference in the two market share numbers? 

RESPONSE: The CenturyLink voice share listed on page 19, line 1, is based on the Centris market study, 
while the “less than 20%’ or 18.4% is based on the FCC’s connection data. These numbers are different 
primarily because they measure share on a different basis. The Centris study identifies households that 
purchase voice service fiom wire line providers including CenturyLink, cable providers and other CLECs. 
The study then identifies households with no wire line service that have purchased only wireless service. 
Therefore, the Centris study counts CenturyLink households that have both a wire line phone and a wireless 
phone as a CenturyLink household. Conversely, the share analysis based on FCC data counts each wire line 
and wireless connection separately, regardless of whether or not the household has both wire line and 
wireless service. Thus, if a household has both a CenturyLink wire line phone and a wireless phone, the 
analysis based on FCC data would count one wire line connection and one wireless connection. For these 
reasons, the CenturyLink share estimated in the Centris study is higher than the 18.4% ILEC connections 
share estimated with the FCC data. 

4. How many of CenturyLink’s residence 1FR customers are stand alone versus being part of a bundle? 

CenturyLink assumes that this request is defining a “stand-alone residence customer” as a customer that 
does not purchase local service as part of a “package” of services that include calling features, such as 
“Home” services for residence customers (as included in Section 5.9.1 of Price Cap tariff Number 2). In 
Arizona, as of 9-30-1 1, there were 295,415 stand-alone residence lines out of 697,121 total residence lines. 
Thus, stand-alone residence lines comprise 42% of total residence lines. 

5. How many of cable companies residence 1FR customers are stand alone versus being part of a bundle? 

RESPONSE: CenturyLink does not have detailed data regarding the quantities of specific services and 
bundles that our cable company competitors provide to customers in Arizona. 

6. On page 5,  line 24 of Mr. Brigham’s testimony he states that “nearly all of CenturyLink customers in 
Arizona have the ability to purchase . . ..voice services fiom a carrier other than CenturyLink”. Do you 
have an estimate of the number and general location of residence customers that don’t have this ability? 
For example is there a town like Queen Valley that doesn’t have this ability? 

RESPONSE: First, since CenturyLink services are available for resale by CLECs at a resale discount in all 
areas that CenturyLink serves, virtually all CenturyLink customers have cempetitive alternatives provided 
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by resellers of CenturyLink voice services. In Arizona, CLECs are actually providing resold services today 
in 13 1 of the 132 CenturyLink wire centers in the state. (can we add “including Whitlow, which is the wire 
center serving Queen Valley.) Second, as shown in Exhibits RHB-5 and RHB-7, wireless carriers provide 
coverage to nearly all of CenturyLink’s serving territory in Arizona, and the areas not served are in 
extremely low-density rural areas. While CenturyLink does not know the number of customers it serves 
that do not have a wireless option, we believe the percentage is very small. Third, cable telephony andor 
CLECs offer services in each CenturyLink wire center in Arizona.” The key point is that there is a 
CLEC, wireless or cable option in every wire center in Arizona. In addition, any customer with a broadband 
connection has a VoIP option. 

7. On page 8, lines 17 through 25 of Mr. Brigham’s testimony, he talks about CenturyLink will be better 
able to meet customer demands if it is regulated like its competitors. What are the “unneeded regulatory 
burdens” that change besides easier price changes? 

RESPONSE: The freedoms that CenturyLink seeks in this proceeding are (1) that the Commission classifj 
the services listed on Attachment A to the Application as competitive under Commission Rule 1 108, and (2) 
that the Commission deregulate the services listed in Attachment B of the Application pursuant to A.R.S. 0 
40-281(E). The primary benefits to CenturyLink if the Commission grants its request are that it will be 
regulated, at least from a pricing perspective, in a manner more similar to its competitors. However, even 
with relief, as stated in Mr. Brigham’s testimony, CenturyLink will still not be at parity with all its 
competitors. For example, CenturyLink will still be subject to the reporting and penalty provisions of its 
Service Quality Tariff, which do not apply to any other carrier. 

8. Does CenturyLink have a similar type of regulatory oversight as proposed in this application in any 
states in which they operate? If so which states and when were they approved? 

CenturyLink’s level of regulatory oversight varies across its 37 state territory. Many legacy Qwest and 
CenturyLink entities are regulated in various states under an Alternative Form of Regulation (AFOR) with 
pricing freedom for some services and price caps for other services (e.g., residential basic exchange 
service). In other states, all retail rates have essentially been deregulated (including Florida, Idaho, Indiana, 
Iowa, Nebraska, South Dakota, Tennessee, Utah and Wisconsin). CenturyLink is not aware of another state 
where it has requested relief that is exactly like that requested in Arizona, because there is no other state 
with statutes and rules that are exactly like Arizona’s. A declaration that the services in “Attachment A” are 
“competitive” pursuant to rule 1108 would provide more pricing flexibility for these services than exists in 
some states, but would still not provide the level of freedom present in the deregulated states listed above. 
Acceptance of CenturyLink’s proposal to deregulate “Attachment B” services would treat those services as 

Cable providers may not offer service in all geographic areas of a wire center. 
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they are treated in the deregulated states listed above, as well as many AFOR states where non-basic 
services have pricing flexibility. 
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Description BASKET RES? 
DISASTER RECOVERY S ERVl C ES 1 
N11 SERVICE 1 
TOLL RESTRICTION 1 R 
900 SERVICE ACCESS RESTRICTION 1 R 
BLOCKING FOR 1OXXX1+/lOXXXO11+ 1 R 
CALLER IDENTIFICATION BLOCKING-PER CALL 1 R 
CALLER IDENTIFICATION BLOCKING-PER LINE 1 R 
OBOSLETE SERVICE STATIONS 1 R 

EXHIBIT 3: REVISED ATTACHMENT A - COMPLETIVE SERVICES 

E l  09.2.1 OBSOLETE EMERGENCY REPORTING SERVICE 1 
TEMPORARY SUSPENSION OF SERVICE - CUSTOMER 

E2.2.10 
E2.2.7 
E2.2.9 

INITIATED 1 R 
ASSIGNING & CHANGING TELEPHONE NUMBERS 1 R 
TERMINATION OF SERVICE - COMPANY INITIATED 1 R 

E2.3.2 
E3.1.1 
E3.1.7 
E3.1.8 

RETURNED CHECK CHARGE 
NONRECURRING CHARGES 
DUAL SERVICE 
EXPRESS SERVICE 
LOCAL SERVICE INCREMENTS E5.1.6 

1 R 
1 R 
1 R 
1 R 
1 R 

E5.2.1 
E5.2.2 
E5.2.4 

MEASURED USAGE CHARGES 
LOW USE OPTION SERVICE - PRIMARY LINE 
FLAT RATE SERVICE - PRIMARY LINE 

1 R 
1 R 
1 R 

E5.2.5.A 
E5.2.6 
E9.2.1 
E9.2.5 
(25.3.3 
C5.4.2 
C5.8.4 
Q7.1 - Q7.9.1 

SERVICE STATION LINES 1 R 
TELEPHONE ASSISTANCE PROGRAMS 1 R 
UNIVERSAL EMERGENCY NUMBER SERVICE - 91 1 1 
EMERGENCY TRANSPORT BACKUP 1 
FLAT RATE TRUNKS 2 
TOUCHTONE CALLING 2 R 
INTERCEPT SERVICES 2 R 
SWITCHED TRANSPORT 3 

Q21 .I - Q21.4.1 

E5.7.1 

SWITCHED ACCESS SERVICE VIRTUAL El 
LISTING SERVICES (INCLUDES RESIDENCE NLT AND 
NPU) 1 R 

3 

NOTE 1 : Price Cap Tariff Section Prefix Codes 
E = Exchange and Network Services 
C = Competitive Exchange and Network Services 
Q = Competitive Private Line Transport Services 
ACS = Competitive Advanced Communications Services 

E l  1.2 I POLE ATTACHMENTS 
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EXHIBIT 4: ARIZONA ADMINISTRATIVE CODE R14-2-1108 

R14-2-1108. Determination of a Competitive Telecommunications Service 

4. A telecommunications company may petition the Commission to classifl as competitive any service or 
group of services provided by the company. The telecommunications company shall file with the Docket 
Control Center 10 copies of its petition. The telecommunications company also shall provide notice of its 
application to each of its customers, if any, and to each regulated telecommunications company that serves 
the same geographic area or provides the same service or group of services, or a service or group of services 
similar to the service or group of services for which the competitive classification is requested. 

B. The petition for competitive classification shall set forth the conditions within the relevant market that 
demonstrate that the telecommunications service is competitive, providing, at a minimum, the following 
information: 

1. A description of the general economic conditions that exist which make the relevant market for the 
service one that is competitive; 

2. The number of alternative providers of the service; 
3 .  The estimated market share held by each alternative provider of the service; 
4. The names and addresses of any alternative providers of the service that are also affiliates of the 

telecommunications company, as defined in R14-2-801; 
5.  The ability of alternative providers to make functionally equivalent or substitute services readily 

available at competitive rates, terms, and conditions; and 
6. Other indicators of market power, which may include growth and shifts in market share, ease of entry 

and exit, and any affiliation between and among alternative providers of the services. 

2. Alternatively, where the Commission has already classified a specific service within the relevant market as 
competitive, the petition shall provide the date and decision number of the Commission order. 

3. In any competitive classification proceeding, the telecommunications company filing the petition, and any 
telecommunications company supporting the petition, shall have the burden of demonstrating that the 
service at issue is competitive. Classification of the petitioners' service as competitive does not constitute 
classification of any service provided by another telecommunications company as competitive, unless 
expressly ordered by the Commission. 

3. The Commission may initiate classification proceedings on its own motion and may require all regulated 
telecommunications companies potentially affected by the classification proceeding to participate in the 
proceeding. In an Order classifying a service as competitive, the Commission will specify whether the 
classification applies to the service provided by a specific company or companies or to that service provided 
by all telecommunications companies. 
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F. If the Commission finds that a telecommunications company's service is competitive, the 
telecommunications company providing the service may obtain a rate change for the service by applying for 
streamlined rate treatment pursuant to R14-2-1110. 

G. Any finding by the Commission, pursuant to the provisions of this Section, that a telecommunications 
service is competitive so as to qualie for streamlined rate treatment shall not constitute a finding that the 
service is deregulated. 

H. Any telecommunications service classified by the Commission as competitive may subsequently be 
reclassified as noncompetitive if the Commission determines that reclassification would protect the public 
interest. Notice and hearing would be required prior to any reclassification. The burden of proof would be 
on the party seeking reclassification. 

Historical Note 

Adopted effective June 27, 1995, under a court-ordered exemption as determined by the Arizona 
Corporation Commission (Supp. 95-2). 

Editor's Note: The Arizona Corporation Commission has determined that the following Section is exempt 
from the Attorney General certification provisions of the Arizona Administrative Procedure Act (A.R.S. § 
41-1041) by a court order (State ex. rel. Corbin v. Arizona Corporation Commission, 174 Ariz. 216 848 
P.2d 301 (App. 1992)). 

31 



ArIzana Corpomion Commission 
Docket NO. T-010513-114378 

RUCO 
Direct Tesrimony of Patrick J. Qllinn 

March 16,2012 

REDACTED 
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OBSOLETE TOLL DIVERSION 
OBSOLETE NETWORK CONNECTING ARRANGMENTS 
OBSOLETE CUSTOMIZED SERVICES OF EQUIPMENT OR 

ZXHIBIT 6: REVISED ATTACHMENT B - NON ESSENTIAL SERVICES 

2 
2 

Tariff Section (1) 

SERVICE ARRANGEMENTS 

c10.10.1 
CIO. 10.2 

2 

C10.3.2 
C10.4.1 
C105.10 
C105.2.5 

CUSTOMIZED SERVICE EQUIPMENT OR SERVICE 

C105.3.4 
C105.3.5 

ARRANGEMENTS 
RESALEEHARING OF COMPANY SERVICES 
LOW USE OPTION SERVICE - ADDITIONAL LINES 
FLAT RATE SERVICE - ADDITIONAL LINES 
PUBLIC RESPONSE CALLING SERVICE 
PUBLIC RESPONSE CALLING SERVICE 
DIRECT INWARD DIALING (DID) SERVICE 
CUSTOM RINGING SERVICE 
HUNTING SERVICE 
NUMBER FORWARDING 
CUSTOM CALLING SERVICES 
BASIC EXCHANGE ENHANCEMENT 
OPEN SWITCH INTERVAL PROTECTION 
CALLER IDENTIFICATION - BULK 
LISTING SERVICES 
CUSTOM NUMBER SERVICE 
NEXT CONNECTS 

C105.4.10 
C105.4.11 

2 
2 
2 R 
2 R 
2 
2 
2 
2 R 
2 
2 R 
2 R 
2 
2 
2 
2 R 
2 
2 

C105.4.3 
C105.7.1 
C109.2.3 

RATES AND CHARGES 
GENERAL 
RATES AND CHARGES 

C110.3.1 

3 
3 
3 

C110.4.2 
C110.8 

C125.1 
C15.1 

C25.1 
C5.10 
C5.2.2 
C5.2.4 
C5.2.5.A 
C5.2.5.A 
(25.3.4 
C5.4.10 
C5.4.11 
C5.4.19 
c5.4.3 
c5.4.5 
(25.4.8 
c5.4.9 
C5.7.1 
c5.7.7 
C9.4.6 

ACS10.5 
ACS 1 07.5.1 
ACS 1 09.5 

Description 
MESSAGE DELIVERY SERVICE 
MESSAGE WAIT1 NG I N DI CAT1 0 N 
CENTRAL OFFICE MAKE BUSYlSTOP HUNT 
CUSTOMNET SERVICE 
OBSOLETE RESALEEHARING OF COMPANY SERVICES 
OBSOLETE LOCAL SERVICE OPTIONS 
OBSOLETE DID SERVICE 
OBSOLETE IDENTIFIED OUTWARD DIALING 
CUSTOM RINGING SERVICE 
OBSOLETE HUNTING SERVICE 
OBSOLETE CUSTOM CALLING SERVICES 

~ 

OBSOLETE LISTINGS 
OBSOLETE EMERGENCY ALARM AND REPORTING SERVICE 
OBSOLETE ARRANGEMENTS FOR NIGHT, SUNDAY, 
HOLIDAY SERVICE 

BASKET RES? 

~ 

2 
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I OBSOLETE METROPOLITAN PREFERRED AREA CALLING 
C106.3.1 
C106.3.18 
C107.1 .I 
c109.1 .I 
c109.1 .I 0 
C109.1.12 
C109.1 . I 3  
C109.1.16 
C109.1.2 

C106.2.3 I OBSOLETE 1-800 CALLING SERVICE I 3 
I OBSOLETE SPECIAL REVERSED CHARGE LONG DISTANCE I 

SERVl C E 3 R 
OBSOLETE CALLING CONNECTION PLANS 3 
OBSOLETE OUTWARD WATS 3 
OBSOLETE CENTREX SERVICE 3 
OBSOLETE OPTIONAL FEATURES 3 
OBSOLETE CENTRON 6 AND 30 SERVICE 3 
OBSOLETE CENTRON CUSTOM SERVICE 3 
OBSOLETE CENTREX PLUS SERVICE 3 
OBSOLETE ESS SERVICE 3 

1 OBSOLETE CUSTOMIZED MANAGEMENT 
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C3.1.9 EXPRESS CHANGE CHARGES 3 
C5.11.1 LINE VOLUME PLAN 3 
C5.11.2 CORE CONNECT 1 3 
C5.11.3 PURCHASE PLUS REWARD PLAN 3 
C5.2.10 TENANT SOLUTIONS 3 
C5.2.11 COMPETITIVE RESPONSE 3 
(25.2.5.8 STANDBY LINE 3 
C5.2.8 HOME BUSINESS LINE SERVICE 3 
c5.4.4 MARKET EXPANSION LINE - USAGE 3 
c5.4.4 MARKET EXPANSION LINE 3 

R 

c5.4.7 
C5.9.1 
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EXHIBIT 7: RUCO’S FOURTH SET OF DATA REQUESTS 

REDACTED 
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REDACTED 
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REDACTED 
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DID YOU FILE DIRECT TESTIMONY IN THIS DOCKET? 

Yes. 

WHAT IS THE PURPOSE AND SCOPE OF YOUR REBUTTAL TESTIMONY? 

I will reiterate RUCO’s position that based on common sense and the facts presented, the 

telecommunication environment in Arizona for residential customers is very competitive and 

CenturyLink qualifies to be classified as competitive under AAC R14-2-1108(B). I will support 

CenturyLink’s request for competitive reclassification for its residential services and will discuss the 

testimony of other interveners. I will address some of the concerns raised by the interveners’ analysis 

and recommendations, including developing a methodology to determine which customers need to be 

provided with safeguards. Finally, I will make recommendations on what actions the Arizona 

Corporation Commission (“Commission”) should take to protect residential customers in Arizona. 

IS IT RUCO’S POSITION THAT THE TELECOMMUNICATIONS ENVIRONMENT IN 

ARIZONA IS VERY COMPETITIVE FOR RESIDENTIAL CUSTOMERS? WHAT DO YOU 

BASE THIS POSITION ON? 

Yes. From a brief observation of the market and using common sense it is obvious that significant 

competition exists. Specific facts provided support a case of a very competitive environment. Based on 

these facts, from an evidentiary and fairness perspective CenturyLink should be allowed to reclassify its 

residential services to competitive. Below is a summary of the competitive data [begin confidential]. 

Residential Market Share 

Provider Share 

Century Link xx 
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xx 
xx 
xx 
xx 

Wireless Providers 

Cable Providers 

Other (no voice) 

Other CLEC and VoIP 

CenturyLink, Wireless and Cable providers each XXXXXXXXXXXXXXXXXXXXXXXX in 

Arizona [end confidential]. CenturyLink’s residential access lines have decreased 61 % since 200 1. 

Wireless providers offer service in all but four wire centers and for nearly all customers in 

CenturyLink’s service territory. Cable providers operate in 119 of the 132 wire centers comprising 

98.4% of CenturyLink’s access lines. While CLECs play a smaller role in providing services there are 

one or more CLECs in all 132 wire centers. Many CLECs are authorized to provide residential services. 

The data presented zbove demonstrates that the residential customer market in CenturyLink’s service 

territory is very competitive and warrants granting their request to reclassify their residential services to 

competitive. 

WAS THERE ANY OTHER ANALYSIS PERFORMED TO DETERMINE IF 

CENTURYLINK’S APPLICATION FOR COMPETITIVE RECLASSIFICATION SHOULD BE 

APPROVED? 

Yes, as stated in my Direct Testimony R14-2-1108 Section B, provides the six conditions that must be 

met to allow competitive classification of telecommunications services. RUCO believes CenturyLink 

complies with the six conditions. Commission Staff (“Staff’) performed a detailed analysis for each of 

the six conditions. Staff determined that CenturyLink complied with five of the six conditions. On 

condition three Staff originally stated that CenturyLink did not comply, but later reversed their position 
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when CenturyLink provided the response to Staffs Eighth Data Request. In subsequent testimony, Staff 

returned to their original position of non compliance regarding Condition Three. 

WHAT IS CONDITION THREE? 

Condition Three requires CenturyLink to provide an estimated market share held by each alternative 

provider. 

DOES RUCO BELIEVE THAT CENTURYLINK IS IN COMPLIANCE WITH CONDITION 

THREE? 

Yes. In reviewing the response to Staffs Eighth Data Request, CenturyLink made what appears to be a 

good faith effort in complying with this condition, listing 35 providers and their market share. It is 

unrealistic to expect Centurylink, or any Company for that matter to be able to produce market share 

information on all of its competitors. To do so would set a standard that is virtually impossible to meet. 

Competitors are under no obligation to provide Centurylink with such information and Centurylink has 

no other way to ascertain the information. Clearly, Condition Three was not meant to impose such an 

overly burdensome requirement on a Company seeking competitive classification. 

WHAT IS THE STAFF’S FINAL POSITION ON COMPLIANCE WITH CONDITION THREE? 

Staff Witness Fimbres’ Testimony at times is confusing and contradictory. See page 6, line 9 through 

page 7, line 5.  Originally Fimbres stated that CenturyLink did not comply. After receiving Staffs 

Eighth Data Request response, he concluded that CenturyLink did comply with the condition, only to 

reverse himself on the next page, relying on Brigham’s Testimony to conclude that CenturyLink does 

not comply with Condition Three. RUCO believes that the information, in response to Staffs Eighth 

Data Requests, provides sufficient data for CentryLink to comply with condition three. 
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WAS THERE ANY OTHER ANALYSIS PERFORMED TO DETERMINE THE 

COMPETITIVE ENVIRONMENT IN ARIZONA? 

Yes. Staff Witness Fimbres used the Herfindahl-Hirschman Index (‘“HI”) to demonstrate that the 

telecommunications market in Arizona was highly concentrated and therefore not competitive. 

WHAT IS THE HHI AND HOW IS IT USED? 

In my testimony Exhibit PJQ-1 gives the U.S. Department of Justice and the Federal Trade Commission 

definition and use of the HHI. Basically this calculation is used to determine if the merger of two 

companies will cause a market to become more concentrated giving more market power to the merged 

company. 

HHI is defined as “a commonly accepted measure of market concentration. It is calculated by squaring 

the market share of each firm competing in a market, and then summing the resulting numbers.’ The 

HHI number can range from close to zero to 10,000. The HHI is expressed as: 

HHI = sIA2 + ~ 2 ~ 2  + ~ 3 ~ 2  + ... + snA2 (where sn is the market share of the ithJirm). 

The closer a market is to being a monopoly, the higher the market’s concentration (and the lower its 

competition). If, for example, there were only one firm in an industry, that firm would have 100% 

market share, and the HHI would equal 10,000 (1 00”2), indicating a monopoly. Or, if there were 

thousands of firms competing, each would have nearly 0% market share, and the HHI would be close to 

zero, indicating nearly perfect competition.”2 

www.investopedia.com/terms/h/hhi.sap 
‘ www.lnvestopedia.com/terms/h/hhi.sap 
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IS THE HHI AN APPROPRIATE TOOL TO USE IN THE ANALYSIS OF CENTURYLINK’S 

APPLICATION? 

No. First, HHI is not required by R14-2-1108 to determine competitive status for services. Second, 

“1’s primary purpose is to determine whether mergers would change the concentration of market 

power in a given industry, not assess whether services are competitive. Third, HHI assumes that all 

companies in an industry are measured under the same market and regulatory conditions, which is not 

the case for companies in the residential telephone services industry. Competitors of CenturyLink have 

relaxed pricing regulations and are under no obligation to unbundle their networks. Allowing 

CenturyLink the same relaxation on pricing should increase competition in Arizona not reduce it. 

Relying on HHI to interpret competition in this market is misleading. 

HOW IS HHI MISLEADING IN THIS CASE? 

In Staff Witness Fimbres’ Testimony he calculated an HHI value of 2520 for the Arizona residential 

market. This suggests that the market is highly concentrated in a few companies and not very 

competitive. He then used the high HHI value to justify his position that the market is not competitive, 

that CenturyLink is the dominant provider, and that CenturyLink should not be granted competitive 

classification for residential services. The scenario below demonstrates how HHI results are misleading. 

If CenturyLink lost just 2.5% of the market to [begin confidential] XXX [end confidential] the 

HHI would only drop to 2512, the market would still not be competitive, and [begin confidential] XXX 

[end confidential] would then be the largest provider of residential services. Thus, [begin confidential] 

XXX [end confidential] would become the dominant provider and should lose its competitive 

classification for pricing based on Staffs analysis. In this scenario, a 2.5% swing in the market can 

cause a change in who the dominant provider is, and demonstrates the current competitive nature of the 
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market not withstanding a high HHI value. A mere 2.5% market share shift does not seem 

unreasonable given that since 2001 CenturyLink has lost 61% of its access lines.3 

While the HHI is a valuable tool when evaluating mergers, it is not very useful in evaluating 

competitiveness in markets with high operating costs that limit participants to a few companies. This is 

true whether it is the telecommunications industry, large jet aircraft manufacturers or other industry with 

high capital and cost requirements for market entry. The large jet aircraft manufacturing market HHI 

value is high because there are only two major players, and would show a highly concentrated non 

competitive market. The fact that only a few large companies are in the market does not limit the actual 

competitiveness of the market as seen in jet aircraft manufacturing, which despite only a few players is 

highly competitive. 

WHAT IS YOUR CONCLUSION ABOUT USE OF THE HHI TO DETERMINE IF 

TIVE CLASSIFICATION FOR CENTURYLINK SHOULD BE GIVEN COMPET 

RESIDENTIAL SERVICES? 

There are so many factors about a competitive market analysis that are not included in an HHI that it is 

of no relevance to the determination of CenturyLink’s application. However, it is relevant to determine 

whether the residential customers have a competitive alternative provider from which to buy their 

services. Actual competitive choices available to residential consumers are the true measure, not 

whether the market is theoretically competitive. 

DID YOU REVIEW THE TESTIMONY OF THE OTHER INTERVENERS IN THIS DOCKET? 

Yes. 

If CenturyLink lost two thirds of i ts residential customers to one competitor the HHI would increase to 6857. The market would be 

7 
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WHAT ARE YOUR COMMENTS AND CRITICISMS OF THE INTERVENERS’ 

TESTIMONY? 

Generally, the interveners recognized that there is growing competition in the telecommunication 

industry in Arizona. There were differing opinions on how much and where the competition exists. 

Each intervener approached their analysis from a distinctive perspective. Arizona Investment Council’s 

(AIC) Witness Yaquinto approached the question of competitiveness from an investor’s point of view 

and was in favor of granting the competitive classification but did not address the deregulation portion. 

The Witness for tw telecom Nipps was only concerned &out maintaining the status quo for wholesale 

customers and was opposed to both reclassification and deregulation. DOD/FEA’s Witness Ankum 

represents a large number of government customers and opposed both reclassification and deregulation. 

His main concern was maintaining competitive pricing for the products and services his government 

customers’ purchase. 

DID YOU HAVE ANY COMMENTS ON STAFF’S TESTIMONY? 

In addition to my earlier statements on Staffs analysis and conclusion of the six conditions found in 

R14-2-1108 and the use of a HHI, there are some other concerns I have with their testimony. 

WHAT ARE THE OTHER CONCERNS YOU HAVE ABOUT THE COMMISSION STAFF’S 

TESTIMONY? 

Staffs Testimony is perplexing and inconsistent in many regards. 

WHAT IS PERPLEXING ABOUT THE STAFF’S TESTIMONY? 

Staff denied CenturyLink’s competitive reclassification application in total, for residential, small and 

medium business because CenturyLink did not provide enough proof of competition. However Staff 
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Witness Abinah then recommended a 25% increase in residential rates and a 30% increase in small and 

medium business rates even though CenturyLink did not request any rate increases at this time. 

DID STAFF’S DIRECT TESTIMONY ANALYZE HOW MUCH ADDITIONAL REVENUE A 

25% INCREASE FOR RESIDENTIAL CUSTOMERS AND A 30% INCREASE FOR SMALL 

AND MEDIUM BUSINESS CUSTOMERS WOULD YIELD? 

No. 

DID YOU PERFORM THIS ANALYSIS? 

Yes. The rate increases recommended by Staff would equate to a $58.2M revenue increase for 

CenturyLink over three years, $1 1.6M coming from residential customers and $46.6M coming from 

small and medium business customers. 

DID STAFF PROVIDE EVIDENTIARY SUPPORT FOR HOW IT DETERMINED A 25%/3O% 

RATE INCREASE WAS WARRANTED AND REASONABLE? 

Not really. There is no real justification for the rate increases or the percents recommended by Staff. 

Witness Abinah’s attempts on page 12, lines 12-23 of his testimony to justify the increases. His main 

arguments are that these services have now been classified as “Emerging Competitive”, are not subject 

to rate of return regulation, are consistent with competitors’ prices and something vague about fair value 

assessment. In response to RUCO’s Second Set of Data Requests 2.02 (Exhibit PJQ-2), Staff provided 

no data or work papers to support their recommendation. These increases seemed to be automatic and 

Staff did not define what CenturyLink is required to do in order to be able to raise prices. There are only 

three ways for CenturyLink’s prices to increase, under R14-2-103 which is a full rate of return rate case, 

the current Price Cap Plan or after services have been classified competitive under R14-2-1108 using 

R14-2- 1 1 10 to then increase price caps. Unfortunately, Staff has proposed a rate increase without any 
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basis. And frankly RUCO does not completely appreciate why Staff would want to put on evidence to 

support a rate increase when CenturyLink has not filed a rate case application. 

WHAT IS MEANT BY “EMERGING COMPETITIVE”? 

It is unclear from Staffs testimony. Staff stated that based on the existing competition level 

CenturyLink did demonstrate the need to create a new basket or classification called “Emerging 

Competitive”. There were no specifics given about what was in this new classification, what the 

requirements are to increase prices or what oversight the Commission would maintain over such a 

classification. Nor is it clear how this new classification impacts the services in Basket 2 and Basket 3 which 

were declared to be “competitive” in the Price Cap Plan. Staff seems to be creating different levels of 

competitive classifications without adequate explanation, and with no basis in the Commission’s Rules 

or otherwise. Equally perplexing, is how Staff can recommend a rate increase in the absence of a rate 

case (108) or an 1110 proceeding. In RUCO’s Second Set of Data Requests 2.01 (Exhibit PJQ-3), 

RUCO asked for a definition of what the new “Emerging Competitive” classification would be and in 

Data Request 2.02 (Exhibit PJQ-2), RUCO asked for a justification for the price increase. Staff failed to 

address either of these requests in their answer. In fact, Staff gave the same answer to both Data 

Requests which failed to address either of the Data Requests. There was little or no support given to the 

rate increases or to how CenturyLink would operate using this new “Emerging Competitive” 

classification or to what is contained in pricing flexibilities other than an ability to increase prices. 

WHAT ARE YOUR CONCLUSIONS ON STAFF’S PRICE INCREASES AND CREATION OF 

“EMERGING COMPETITIVE” CLASSIFICATION? 

There is no justification for the 25% increase for residential and the 30% increase for small and medium 

business especially since CenturyLink did not request price increases in their application. The only way 
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HAS RUZO’S POSITIONS CHANGED BASED ON YOUR REVIEW OF OTHER 

INTERVENORS’ TESTIMONY? 

No. RUCO still believes (1) that CenturyLink should be given competitive classification for residential 

services, (2) that rate deaveraging should be adopted because it provides more benefits to residential 

customers than uniform statewide rates and (3) that safeguards need to be put in place to protect 

residential customers in areas with no alternative competitive provider if rate deaveraging is adopted. 

WHY DO YOU STILL BELIEVE THAT RATE DEAVERAGING SHOULD BE APPROVED 

BY THE COMMISSION? 

Rate deaveraging allows CenturyLink to set prices to meet competition, geographical cost differences 

to increase prices is under R14-2-103, the current Price Cap Plan or R14-2-1110 after a competitive 

classification is found. Staff uses none of these methods and essentially just wants to give CenturyLink 

more money in recognition that there appears to be more competition now than at the time of Qwest’s 

renewed Price Cap Plan. Additionally, Staff is creating a new level of competition. Services are either 

competitive or they are not. A new classification of emerging competitive draws all the previous 

classifications into doubt. Would all previous services now need to undergo a new analysis to see if they 

are emerging competitive services? There is no Commission Rule defining “Emerging Competitive’’ 

setting forth the criteria by which a telecommunications company must qualify as being “Emerging 

Competitive”. Staff did not define what process and procedures would be implemented or how 

CenturyLink would operate under this new classification or any other services that would be identified 

as “Emerging “Competitive. Both the price increases and the new “Emerging Competitive’’ 

classification recommendations should be denied by the Commission. 

Q. 

A. 

Q. 

A. 

and reduce subsidies. RUCO understands that this is a policy issue that comes under the Commission 
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jurisdiction and discretion. However, RUCO asks the Commission to clarify in its order whether 

CenturyLink is allowed to rate deaverage. 

WHAT ABOUT YOUR SAFEGUARDS TO RESIDENTIAL CUSTOMERS IN AREAS WITH 

NO ALTERNATIVE COMPETITIVE PROVIDER? 

In my direct testimony I mentioned some safeguards that could be put in place to protect those 

residential customers in areas with no alternative provider. These safeguards would be implemented if 

CenturyLink sought and was granted rate increases pursuant to R14-2-1110. This remains RUCO’s 

position. Not addressed in my original testimony, was a determination of which customers needed those 

protections. Interveners’ testimony concluded that competition is not equal everywhere in 

CenturyLink’s service territory and that in some areas there exist no competition to CenturyLink 

services. Based on this common concern, I developed a methodology to determine which areas need 

safeguards. 

WHAT METHODOLOGY DID YOU USE TO DETERMINE WHAT AREAS NEEDED 

SAFEGUARDS? 

I proposed that meaningful competition exists if a wire center is served by CenturyLink, plus a cable 

provider (that provides basic residential service) and a wireless provider and then there is no need for 

safeguards beyond the inherent consumer safeguards that exist in a competitive marketplace. However, 

if a CenturyLink wire center is not additionally served by both a cable provider and a wireless provider, 

then I recommend that safeguards would be required. I used information provided by CenturyLink’s 

Witness Brigham’s Testimony and Confidential Exhibit RHB-3. His testimony identified 12 wire 
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centers that had partial or no wireless coverage. His Exhibit showed that of the 132 wire centers 16 had 

no cable providers. After updating Brigham’s data, I determined that thirteen wire centers need 

safeguards. 

WHAT WIRE CENTERS DO YOU THINK NEED SAFEGUARDS? 

My Exhibit PJQ-4 shows the thirteen wire centers and the number of customers that fall into areas that 

need safeguards. Safeguards need only be addressed if the Commission adopts rate deaveraging. 

SHOULD THE COMMISSION GRANT CENTURYLINK COMPETITIVE STATUS 

ALTHOUGH MEANINGFUL COMPETITION DOES NOT EXIST IN ALL WIRE CENTERS? 

Yes. CenturyLink meets all of the conditions of R14-2-1108. There is no requirement to demonstrate 

competition in every remote rural area of CenturyLink’s service territory. 

WHAT SAFEGUARDS WOULD YOU RECOMMEND TO THE COMMISSION FOR THESE 

CUSTOMERS? 

In my direct testimony I offered three different types of safeguards. Any disclosed safeguard would 

work, however I believe the following would work best. If the Commission approves competitive 

status under R14-2-1108 and then considers changing rates under R14-2-1110, residential customers 

from identified safeguarded areas would get a subsidy provided from the Telephone Assistance Plan for 

the medically needy. It should be equal to one half of the monthly approved increase or whatever the 

Commission deems fair. For example if CenturyLink increases basic residential access from $13.1 8 to 

$14.18 then the monthly subsidy would be set at $0.50. The subsidy would continue until these areas 

were deemed to have competitive alternatives. 

IF CENTURYLINK IS GIVEN COMPETITIVE CLASSIFICATION FOR RESIDENTIAL 

CUSTOMERS WILL THAT CHANGE ANY OF THE ASSISTANCE PLANS LIKE LIFELINE? 
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No. Neither RUCO’s proposal nor CenturyLink’s application as stated in paragraph 23 affects 

important subsidized safety net programs like Lifeline. 

DO YOUR FINAL RECOMMENDATIONS INCLUDE SAFEGUARDS IN NON- 

COMPETITIVE AREAS? 

No. RUCO continues to believe that there is a need to protect residential customers in areas where no 

competitive alternative is available. This need for protection only becomes necessary if rate de- 

averaging is allowed. Rate de-averaging should be adopted by this commission and, as I stated in my 

direct testimony, is a threshold issue that must be resolved. However, if the Commission for policy 

reasons does not want to pursue rate deaveraging at this time, then no safeguards are necessary. I want 

to give the Commission an alternative solution should they approve rate deaveraging and want to protect 

residential customers in areas of no competition. 

PLEASE SUMMARIZE RUCO’S RECOMMENDATIONS FOR THE COMMISSION TO 

CONSIDER IN THE DETERMINATION OF CENTURYLINK’S APPLICATION. 

After reviewing all of the direct testimony my recommendations remain consistent with my original 

Direct Testimony and are as follows: 

1. CenturyLink should be given competitive reclassification for residential services. 

2. CenturyLink should be required to file under R14-2-1110 within one year 

3. CenturyLink must maintain current service quality measurements and reporting requirements. 

4. CenturyLink commits to no changes in this proceeding for wholesale services. 

5. CenturyLink must “wrap up the Price Cap Plan” within one year. 

6. Staffs recommendation of a 25% increase in CenturyLink’s residential rates be denied. 

7. Staffs creation of “Emerging Competitive” classification be denied. 
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8. Resolve the issue on whether rate deaveraging is allowed for CenturyLink with approval of this 

application. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. 
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EXHIBIT PJQ-1 

Horizontal Merger Guidelines 
U.S. Department of Justice and the Federal Trade Commission 
[ssued: August 19,2010 

5.3 Market Concentration 
Market concentration is often one useful indicator of likely competitive effects of a merger. In evaluating 
narket concentration, the Agencies consider both the post-merger level of market concentration and the change 
Ln concentration resulting from a merger. Market shares may not fully reflect the competitive significance of 
hrms in the market or the impact of a merger. They are used in conjunction with other evidence of competitive 
zffects. See Sections 6 and 7. 

[n analyzing mergers between an incumbent and a recent or potential entrant, to the extent the Agencies use the 
zhange in concentration to evaluate competitive effects, they will do so using projected market shares. A merger 
between an incumbent and a potential entrant can raise significant competitive concerns. The lessening of 
Competition resulting from such a merger is more likely to be substantial, the larger is the market share of the 
incumbent, the greater is the competitive significance of the potential entrant, and the greater is the competitive 
threat posed by this potential entrant relative to others. 

The Agencies give more weight to market concentration when market shares have been stable over time, 
especially in the face of historical changes in relative prices or costs. If a firm has retained its market share even 
after its price has increased relative to those of its rivals, that firm already faces limited competitive constraints, 
making it less likely that its remaining rivals will replace the competition lost if one of that firm’s important 
rivals is eliminated due to a merger. By contrast, even a highly concentrated market can be very competitive if 
market shares fluctuate substantially over short periods of time in response to changes in competitive offerings. 
However, if competition by one of the merging firms has significantly contributed to these fluctuations, perhaps 
because it has acted as a maverick, the Agencies will consider whether the merger will enhance market power 
by combining that firm with one of its significant rivals. 

The Agencies may measure market concentration using the number of significant competitors in the market. 
This measure is most useful when there is a gap in market share between significant competitors and smaller 
rivals or when it is difficult to measure revenues in the relevant market. The Agencies also may consider the 
combined market share of the merging firms as an indicator of the extent to which others in the market may not 
be able readily to replace competition between the merging firms that is lost through the merger. 

The Agencies often calculate the Herfindahl-Hirschman Index (“HHI”) of market concentration. The HHI is 
calculated by summing the squares of the individual firms’ market shares,’ and thus gives proportionately 
greater weight to the larger market shares. When using the HHI, the Agencies consider both the post-merger 
level of the HHI and the increase in the HHI resulting from the merger. The increase in the HHI is equal to 
twice the product of the market shares of the merging firms.’0 

Based on their experience, the Agencies generally classify markets into three types: 
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0 

0 

0 

Unconcentrated Markets: HHI below 1500 
Moderately Concentrated Markets: HHI between 1500 and 2500 
Highly Concentrated Markets: HHI above 2500 

:he Agencies employ the following general standards for the relevant markets they have defined: 

Small Change in Concentration: Mergers involving an increase in the HHI of less than 100 points are 
unlikely to have adverse competitive effects and ordinarily require no further analysis. 
Unconce,ntrated Markets: Mergers resulting in unconcentrated markets are unlikely to have adverse 
competitive effects and ordinarily require no further analysis. 
Moderately Concentrated Markets: Mergers resulting in moderately concentrated markets that involve 
an increase in the HHI of more than 100 points potentially raise significant competitive concerns and 
often warrant scrutiny. 
Highly Concentrated Markets: Mergers resulting in highly concentrated markets that involve an increase 
in the HHI of between 100 points and 200 points potentially raise significant competitive concerns and 
often warrant scrutiny. Mergers resulting in highly concentrated markets that involve an increase in the 
HHI of more than 200 points will be presumed to be likely to enhance market power. The presumption 
may be rebutted by persuasive evidence showing that the merger is unlikely to enhance market power. 

The purpose of these thresholds is not to provide a rigid screen to separate competitively benign mergers from 
inticompetitive ones, although high levels of concentration do raise concerns. Rather, they provide one way to 
dentify some mergers unlikely to raise competitive concerns and some others for which it is particularly 
mportant to examine whether other competitive factors confirm, reinforce, or counteract the potentially harmful 
:ffects of increased concentration. The higher the post-merger HHI and the increase in the HHI, the greater are 
he Agencies’ potential competitive concerns and the greater is the likelihood that the Agencies will request 
idditional information to conduct their analysis. 
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EXHIBIT P JQ-2 

ARIZONA CORPORATION COMMISSION STAFF'S RESPONSES TO 
RESIDENTIAL UTILITY CONSUMER OFFICE'S 

SECOND SET OF DATA REQUESTS 

APRIL 6,2012 
DOCKET NO. T-OIOSIB-U-0378 

Question: 2.02 In Staff Witness Abinah's Testimony page 12, lines 12 through 23, he responds to a question 

on how Staff determined a 25% increase for Consumers and a 30% increase for Small and Medium Business. 

Please provide all work papers, calculations, analysis and data used to arrive at the 25% and 30% increases. 

Additionally, provide how much of a Consumer revenue increase CenturyLink would realize with a 25% 

increase over the three years assuming no repression. Please provide that same amount for Small and Medium 

Business. Please provide the calculations used to determine these amounts. 

Response: Under Staffs proposed emerging competitive classification, CTLQ would be allowed to increase the 

maximum rates for services included in the category by 25% in total over three years, with a no more than ten 

percent increase in a year. In other words, the maximum increase at the end of three years is 25% above the 

currently effective rate (not the maximum). Under Staffs recommendation, the required supporting information 

would allow the Commission to confirm that the rate increased by no more that 10 in any year with the cap at 

125% of the current rate. Price changes meeting these requirements would be in compliance with the proposed 

pricing flexibility and no further Commission action would be required. 

Respondent: Wilfred Shand, Utilities Division, Arizona Corporation Commission, 1200 West Washington, 

Phoenix, Arizona 85007 
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EXHIBIT PJQ-3 

ARIZONA CORPORATION COMMISSION STAFF'S RESPONSES TO 
RESIDENTIAL UTILITY CONSUMER OFFICE'S 

SECOND SET OF DATA REQUESTS 

APRIL 6,2012 
DOCKET NO. T-010SlB-11-0378 

2.01 In both Staff Witness Abinah and Fimbres' testimony they propose a new classification called "Emerging 

Competitive". Is this a new bucket to add to the current Price Cap Plan? In the current Plan each bucket contains 

an explanation of what is included in the bucket and how prices may be change and by how much. This new 

classification is described as giving CenturyLink more pricing flexibility than under the current Price Cap Plan 

but not as much as under a Competitive classification using RI4-2-1108. Other than that there is no explanation 

of what processes and procedures CenturyLink would utilize to obtain price flexibility under this new 

classification. Please describe what pricing flexibility this new classification entails other than applying 125% 

price increase over 3 years for residential services. What is required of CenturyLink in a filing to increase 

prices, what should the Commission consider in evaluating the filing, is rate deaveraging allowed and what is 

the procedure for a hearing and Commission approval or denial. 

Response: Under Staffs proposed emerging competitive classification, CTLQ would be 

allowed to increase the maximum rates for services included in the category by 25% in total over three years, 

with a no more than ten percent increase in a year. In other words, the maximum increase at the end of three 

years is 25% above the currently effective rate (not the maximum). Under Staffs recommendation, the required 

supporting information would allow the Commission to confirm that the rate increased by no more that 10 in 

any year with the cap at 125% of the current rate. Price changes meeting these requirements would be in 

compliance with the proposed pricing flexibility and no further Commission action would be required. 
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Respondent: Wilfred Shand, Utilities Division, Arizona Corporation Commission, 1200 West Washington, 

Phoenix, Arizona 85007 
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EXHIBIT PJQ-4 

CENTURYLINK WIRE CENTERS THAT NEED SAFEGUARDS 

WIRE CENTER NUMBER OF CUSTOMERS 

REDACTED 
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NTROBUCTIBN 

2. 

A. 

2. 

4. 

a. 
4. 

Q. 

A. 

... 

Please state your name, occupation and business address for the 

record. 

My name is Jodi Jerich. I am the Director of the Arizona Residential Utility 

Consumer Office (RUCO). My business address is 11 10 W. Washington 

Street, Suite 220, Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the 

utility regulation field. 

My educational background and qualifications are set forth in Exhibit A. 

What is the purpose of your testimony? 

The purpose of my testimony is to explain RUCO's support of the 

Settlement Agreement. 

What was your role in the settlement negotiations? 

As Director of RUCO, I led the negotiations on behalf of the agency. With 

me in the negotiations was RUCO counsel, Dan Pozefsky, and RUCO 

witness, Pat Quinn. 
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2. 

4. 

Have you in your role as RUCO Director, participated in other 

settlement negotiations? 

Yes. As Director, I have participated in settlement negotiations in other 

matters that have come before the Corporation Commission.’ The majority 

of these negotiations have resulted in RUCO reaching an accord with the 

utility and the other settling parties and signing a settlement agreement. On 

the other hand, I have walked away from settlement talks when negotiations 

produced a result that RUCO found was not in the best interest of 

residerdial ratepayers. RUCO does not enter into settlements lightly. 

RUCO will not agree to settle simply as a means of avoiding litigation. 

However, in this matter, negotiations did produce reasonable and fair terms 

that RUCO can and does support. 

THE SETTLEMENT PROCESS 

Q. Was the negotiation process that resulted in the Settlement 

Agreement a proper and fair process? 

Yes. The negotiations were conducted in a fair and reasonable way that 

allowed each party the opportunity to participate. Beginning on April 5, 

2012, the Parties met several times in an effort to reach consensus. All 

intervenors had an opportunity to participate in every step of the 

A. 

2008 APS Rate Case, Docket No. E-01345A-08-0172 (Decision No. 71448); 2010 Qwestl 
CenturyLink Merger, Docket No. T-04190A-10-0194 (Decision No. 72232); 201 0 Southwest Gas 
Corporation Rate Case, Docket No. G-01551A-10-0458 (Decision No. 72723); Goodman Water 
Company Rate Case, Docket No. W-02500A-10-0382 (Decision No. 72897); Arizona-American rate 
case, Docket No. A-01303A-10-0448 (Decision No. 73145). 
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negotiation. Persons were able to participate via teleconference if 

necessary. All parties were allowed to express their positions fully. 

Settlement negotiations began only after each Party had the opportunity 

to analyze the Company’s Application, file its Direct Testimony and read 

the Direct Testimony of other Intervenors. Of cotirse, the Settlement 

Agreement in no way eliminates the Commission’s constitutional right and 

duty to review this matter and to make its own determination whether the 

Settlement Agreement is truly balanced. 

Q. 

A. 

Did all the parties sign the proposed Settlement Agreement? 

No. Two parties did not sign the Settlement Agreement. The United 

States Department of Defense did not sign the Settlement Agreement and 

has filed a Request to Withdraw from the proceeding. tw telecom has 

indicated that although it did not wish to sign, it does not oppose the 

Settlement Agreement. Both Parties participated in and contributed to the 

crafting of the Settlement Agreement. 

In the end, four Parties signed the Settlement Agreement: Commission 

Staff, RUCO, the Arizona Investment Council (AIC), and Qwest 

Corporation dba Cenutry Link-QC. 

3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

IO 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

estimony of Jodi A. Jerich 
I Support of Settlement Agreement 
.pplication of Qwest Corporation dba CenturyLink 
o Classify Services as Competitive 
)ocket No. T-01051 B-I 1-0378 

2. 

i. 

2. 

9. 

... 

What was RUCO’s litigated position? 

RUCO filed testimony finding that CenturyLink has met its burden of proof, 

that it is operating in a competitive telecommunications marketplace and 

that it is providing competitive retail telecommunications services. 

RUCO’s written testimony concluded that CenturyLink’s Application should 

be granted. 

Does Commission Rule define “competitive telecommunications 

service”? 

Yes. R14-2-1 I OZ(4) defines “competitive telecommunications service” as 

“any telecommunications service where customers of the service within 

the relevant market have or are likely to have reasonably available 

a I te rn a t ives . ” 

RUCO submitted evidence that shows that residential customers within 

CenturyLink’s service territory “have or are likely to have reasonably 

ava i I ab I e a It e r n a t ives . ” 
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Why did RUCO recommend that CenturyLink’s retail local exchange 

services be found to be competitive services when RUCO finds that 

not every customer has the ability to choose an alternative 

telecommunications option? 

RUCO identified a handful of wire centers where neither a cable company 

nor a wireless provider offered telecommunications services. RUCO filed 

testimony finding that residential customers in three out of the 132 

CenturyLink wire centers did not have access to at least one alternative 

provider. Although not every customer has an alternative provider, RUCO 

agrees with CenturyLink that its services should be classified as 

competitive. First, Commission Rules do not require every customer to 

have a robust array of providers from which to choose. Rule 1108(B) sets 

forth the six criteria to analyze when a company requests a change in the 

classification of its services. Rule 1108(B) does not require competition in 

100% of the service territory. Second, as a practical matter, if 100% 

competition is the standard, then it is highly likely that CenturyLink would 

never be able to meet it. CenturyLink would be at the mercy of its 

competitors’ decisions to purposefully stay out of one or two tiny, remote 

wire centers to keep its competitor ILEC in a different - and more stringent 

- regulatory environment. Third, while not every customer in 

CenturyLink’s service territory has an alternative option, the vast, vast 

majority of customers do. Finally, the customers in these few wire centers 
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are protected because the Settlement Agreement requires CenturyLink to 

charge the same rate throughout its territory. So if we assume that robust 

competition in urban Phoenix will force CenturyLink to charge a 

competitively attractive rate in order to keep its existing customers and to 

acquire new customers, then people in remote areas with few choices or 

no choice will receive the benefit of that same rate. 

SETTLEMENT AGREEMENT IS IN THE PUBLIC INTEREST 

a. 
4. 

Please summarize your testimony. 

The Settlement Agreement reflects an outcome that is fair to both the 

consumer and the Company and is in the public interest. This is a 

comprehensive Settlement Agreement. Its terms not only resolve the 

issues involved in this docket, but it restricts the Company to express rate 

increase limits for the next three years if it requests a rate change in the 

future. 

In short, the Settlement Agreement finds that all CenturyLink Commission- 

regulated retail local exchange services shall be classified as competitive 

pursuant to Commission Rule R14-2-1108. Furthermore, Signatories 

agree that this competitive classification is subject to certain conditions 

that provide additional benefits to residential customers. Finally, the 
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Signatories agree to adopt Staff's identification of specified services that 

should be deregulated. 

2. 

A. 

Q. 

4. 

Why does RUCO support the Settlement Agreement? 

RUCO supports the Settlement Agreement because its terms are largely 

consistent with the position taken by RUCO in litigation. The Settlement 

Agreement finds that CenturyLink's retail local exchange services are 

competitive, which is the position RUCO took in litigation. The Settlement 

Agreement further requires CenturyLink to comply with certain conditions. 

In RUCO's opinion, these conditions favor the customer and further 

strengthen the public interest requirement of the Settlement Agreement. 

CONDITIONS OF SETTLEMENT AGREEMENT 

What conditions do the Settlement Agreement impose on 

Century Li n k? 

These conditions are found in paragraphs 2.2, 2.3 and 2.4 of the 

Settlement Agreement. 

1.  CenturyLink shall not request to increase its maximum rates for 

residential or small and medium business services more than 25% 

over the next three years in request to increase rates pursuant to 

Rule 11 IO. 
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2. Any increase in the actual rates pursuant to Rule 1109 may not 

exceed 10% in any one year for the next three years. 

RUCO is not obligated to support any rate increase request made 

under Rule 11 IO. 

CenturyLink agrees to charge statewide uniform rates for the next 

three years and may not execute geographic pricing unless 

specifically authorized by the Commission. 

3. 

4. 

5. CenturyLink shall file semiannual reports with the Commission 

showing the state of competition in its territory. 

2. 

4. 

Q. 

A. 

Why are the conditions limiting rate increases in the public interest? 

These conditions provide rate stability to CenturyLink's residential and 

small and medium business customers by providing a cap on the amount 

on the potential increase. These customers now are on notice that rates 

will not increase more than 25% over the next three years and no more 

than 10% in any single year. This provides customers rate level re!iability. 

Families have security in setting their budgets. Businesses have a more 

accurate ability to construct budgets and business plans. 

How long do these conditions remain in effect? 

The Settlement contemplates that the conditions will terminate at the end 

of the three year period when CenturyLink makes a filing showing that 
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“competition for voice services in Arizona is the same or greater than the 

level CenturyLink’s testimony and evidence claim exist at the time of the 

filing of the Application in this docket.” Staff must verify this filing. 

2. 

4. 

Q. 

A. 

B. 

Q. 

A. 

What if CenturyLink d o e s  not make this filing or Staff cannot verify 

it? 

The conditions remain in effect and CenturyLink’s services continue to be 

classified as competitive. However, the Commission may take into 

account CenturyLink’s inability to comply with these conditions if 

CenturyLink files for another rate increase pursuant to Rule 11 I O .  

Can the Commission revoke CenturyLink’s competitive classification 

and return it to  a traditionally regulated ILEC utility? 

Yes. The Commission has the inherent authority, subject to the due 

process rights of the utility, to find the existence of changed circumstances 

and that CenturyLink is no longer offering competitive telecommunications 

services. 

ADDITIONAL CONSUMER PROTECTIONS 

What other terms provide additional consumer protections that 

benefit the ratepayer? 

The Settlement Agreement provides other benefits as follows: 
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I. CenturyLink continues to be bound to state statutes and 

Commission Rules regarding the provision of services to qualifying 

low income customers. 

CenturyLink continues to be bound by Commission Rules R14-2- 

503(c) which delineates CenturyLink’s obligation to provide retail 

telecom m u n icat ions services . 

CenturyLink agrees to continue to comply with its Service Quaiity 

Plan. 

2. 

3. 

Q. 

A. 

Q. 

Discuss paragraph 2.10 addressing services to low income 

custom e rs . 

The Settlement Agreement commits CenturyLink to continue its “Life 

Line” and “Internet Basics” programs for low income customers. 

Essentially, these programs provide heavily discounted land line and 

internet services to qualifying low income customers. These programs 

are more fully described on CenturyLink’s website at 

http://www.centurylin k.com/Paqes!Support/LifeLine/. 

Discuss paragraph 2.10 addressing R14-2-503 

CenturyLink is currently obligated to comply 

Settlement Agreement continues this obligation. 

c). 

with this Rule. The 

This Commission Rule 

10 

http://www.centurylin


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I1 

12 

13 

14 

15 

16 

restimony of Jodi A. Jerich 
n Support of Settlement Agreement 
qpplication of Qwest Corporation dba CenturyLink 
To Classify Services as Competitive 
locket No. T-01051 B-11-0378 

sets forth the limited conditions under which CenturyLink may refuse 

service to a customer. 

Q. 

4. 

Q. 

A. 

Discuss paragraph 2.1 2 addressing service quality. 

The Settlement Agreement commits CenturyLink to continue to comply 

with its Service Quality Plan. 

If the Commission grants CenturyLink a competitive classification for its 

retail local exchange services, CenturyLink must comply with the 

provisions of Article II of the Commission’s Rules for telecommunications 

companies offering competitive services including Rule 11 14 which sets 

forth service quality requirements. RUCO believes paragraph 2.12 is in 

addition to the obligation to comply with Rule 11 14. 

Does this conclude your testimony? 

Yes. 





Statement of Qualifications 

Jodi A. Jerich 
D i rector 

Arizona Residential Utility Consumer Office (‘‘RUCO’*) 

Governor Jan Brewer appointed Jodi Jerich to serve as the Director of RUCO in 

February 2009. The Arizona State Senate found her qualifications to meet the 

statutory requirements to be Director found in Arizona Revised Statutes 340-462 

and confirmed her appointment. As Director, Ms. Jerich oversees and approves 

all testimony and briefs filed by RUCO. In consultation with her staff, she directs 

the public policy direction of the office. 

From 2003 throclg h 2005, Ms. Jerich was employed at the Arizona Corporation 

Commission as the Policy Advisor to Commissioner Mike Gleason. In that role, 

she advised the Commissioner on matters coming before the Commission and 

was actively involved in the policy-making decisions of that Commissioner’s 

office. In 2006 when Governor Janet Napolitano appointed Barry Wong to fill the 

Commission seat vacated when Marc Spitzer was appointed to serve on the 

Federal Energy Regulatory Commission (FERC), she took a short leave of 

absence from the Legislature to assist Commissioner Wong to establish his 

office. 

Except for the time she was employed at the Commission, from 1997 through 

2008, Ms. Jerich was employed at the Arizona House of Representatives. She 



held numerous positions of ascending duties, eventually becoming Chief of Staff 

to the Speaker of the House and Counsel to the Majority Caucus. Relevant to 

utility regulation, Ms. Jerich advised Legislators on matters involving water, 

energy, Commission jurisdiction and utility infrastructure security. 

Jodi Jerich is a Phi Beta Kappa graduate of Indiana University. She also is a 

graduate of the Indiana University Mauer School of Law and is a member of the 

Arizona and Tennessee state bars. 

As RUCO Director, Ms. Jerich has sponsored testimony in several dockets 

involving policy positions regarding rate consolidation, decoupling and rate case 

expense. She has also filed testimony regarding settlement agreements that 

RUCO has signed and supported. 
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EXECUTIVE SUMMARY 
QWEST CORPORATION DBA CENTURYLINK-QC 

DOCKET NO. T-01051B-11-0378 

Qwest Corporation dba CenturyLink-QC (“CenturyLhk”) is seeking a determination by 
the Arizona Corporation Commission (“Commission”) that all of its retail local exchange 
services should be classified as competitive services pursuant to A.A.C. R14-2-1108. 
CenturyLink is also seeking a determination that certain of its retail services be deregulated 
pursuant to A.R.S. 5 40-281(E). 

For Competitive Classification pursuant to Rule I I08 

Staff believes the information filed by CenturyLink supports an “emerging competitive” 
classification for the Consumer, Small Business and Medium Business Segments. 

Staff recommends statewide competitive classification of the Large or Enterprise 
Business segment under Rule 1 108. 

For Deregulation pursuant to A.  R.S. § 40-281 (E) 

Staff supports deregulation for 40 tariff sections listed in Revised Attachment B of the 
Company Witness’s testimony. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and Business address. 

My name is Armando Fimbres. I am a Public Utilities Analyst V employed by the 

Arizona Corporation Commission (“ACC” or “Commission”) in the Utilities Division 

(“Staff’). My Business address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst V. 

I provide information, analysis and support on telecommunications tariff filings, 

Applications for Certificates of Convenience and Necessity (,‘CC&N”), complaints 

against service providers, transfer of control Applications by service providers services, 

financing Applications and a variety of industry matters, such as the Application in this 

matter. 

Please describe your educational background and professional experience. 

I received a Bachelor of Science degree from the University of Arizona in 1972 and have 

taken Business and management courses at Seattle University, Northwestern University 

and the University of Southern California. I was employed for twenty-nine years in Bell 

System or Bell System-derived companies, such as Western Electric, Pacific Northwest 

Bell, U S WEST and Qwest. The last twenty years of my Bell System 

telecommunications experience were in operations planning, corporate planning, or 

strategic planning roles with a special emphasis from 1990 to 2000 on competitive and 

strategic analysis for U S WEST, Inc. Strategic Planning, the Consumer Services 

Marketing division of U S WEST Communications and for Qwest from 2000 to 2001. I 

have been with the Commission’s Utilities Division since April 2004. 
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BACKGROUND 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Q. 
A. 

What is the purpose of your testimony? 

My testimony will present Staffs position regarding the Application filed by Qwest 

Corporation dba CenturyLink-QC (“CenturyLink” or “Company”) on October 13, 201 1 

seeking to classify selected retail local exchange services as competitive pursuant to the 

A.A.C. R14-2-1108 and to obtain deregulation of selected services pursuant to A.R.S. 0 

40-28 1 (E). 

Have you previously submitted testimony before the Commission? 

Yes. I have submitted testimony on the behalf of the Utilities Division of the Commission 

in many dockets. I have also testified on behalf of the Utilities Division at numerous 

hearings pertaining to CC&N Applications and provided all the quantitative analytical 

support for filings made at the Federal Communications Commission (“FCC”) by the 

Commission related to forbearance petitions by CenturyLink’s predecessor, Qwest. A list 

of major dockets in which I have participated is attached as Appendix 1. 

Have you reviewed the CenturyLink Application? 

Yes. 

Are you familiar with A.A.C. R14-2-1108 (“Rule 1108”)? 

Yes. 

What does Rule 1108 provide? 

Rule 11 08 allows a telecommunicatms company to petition the Commission to classi 

as competitive any service or group of services provided by the Company. 
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Under Subpart B, the Company is required to provided the conditions within the relevant 

market which demonstrate the service is competitive. At a minimum, the Company must 

provide the following information: 

1. 

2. 
3. 

4. 

5 .  

6. 

A description of the general economic conditions that exist 
which make the relevant market for the service one that is 
competitive; 
The number of alternative providers of the service; 
The estimated market share held by each alternative provider 
of the service; 
The names and addresses of any alternative providers of the 
service that are also affiliates of the telecommunications 
company, as defined in R14-2-80 1 ; 
The ability of alternative providers to make functionally 
equivalent or substitute services readily available at 
competitive rates, terms, and conditions; and 
Other indicators of market power, which may include growth 
and shifts in market share, ease of entry and exit, and any 
affiliation between and among alternative providers of the 
services. 

THE PROPOSED APPLICATION 

Q. 

A. 

Please summarize your understanding of the Application filed by CenturyLink on 

October 13,2011. 

CenturyLink is seeking a determination by the Commission that all of its retail local 

exchange services should be classified as competitive services pursuant to A.A.C. R14-2- 

11 08. CenturyLink is also seeking a determination that certain of its retail services be 

deregulated pursuant to A.R.S. 5 40-281(E). The corresponding services were identified 

in Attachments A and B of the Application filed by CenturyLink. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Does CenturyLink propose changes to tariffed rates or terms and conditions 

corresponding to any retail local exchange services in its Application? 

No. Based on the response to Staffs data request, CentwyLink stated that any change to 

rates is premature.’ If CenturyLink determines maximum rate increases are needed at a 

future time, the Company will file for approval pursuant to A.A.C. R14-2-1110. 

Does the CenturyLink Application seek competitive or deregulation classifications 

other than statewide.? 

NO. 

What was CenturyLink’s rationale for its request to classify all its retail local 

exchange services as competitive services pursuant to Rule 1108? 

CenturyLink’s rationale for seeking to classify all its retail local exchange services as 

competitive pursuant to Rule 1108 is the state of the telecommunications environment in 

Arizona. CenturyLink states in its Application that “ ... competition for all forms of 

communications services has exploded throughout Arizona over the past decade, Local 

telephone service providers such as CenturyLink now must compete for customers with 

Wireless, cable telephony and Voice over Internet Protocol (“VoIP”) providers as well as 

other wireline providers e.g., Competitive Local Exchange Carriers (“CLECs”). In 

addition, the voice services of CenturyLink and other providers face competition from 

non-voice forms of communication, such as e-mail, text messaging, and even social 

media.”2 

CenturyLink response to STF 2.1 and STF 6.1 
In the Matter of the Application of Qwest Corporation dba CenturyLink QC to Classify and Regulate Retail Local 

1 

Exchange Telecommunications Services as Competitive, and to Classify and Deregulate Certain Services as Non- 
Essential, T-01051B-11-0378, page 2. 
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Requirements of Commission Rule R14-2-1108 

Q* 

A. 

Q. 

A. 

Q- 

A. 

Is Staff in agreement that the Company has complied with Rule 1108.B subsection 1 - 
A which requires a description of the general economic conditions that exist which 

make the relevant market for the service one that is competitive? 

Yes. The Company Witness’s testimony provides a description of the general economic 

conditions that exist for the various markets. The Company states that “the 

telecommunications market in Arizona is exceptionally competitive, and the mix of 

competitive telecommunications alternatives continues to grow and ev01ve.”~ The 

Company’s Witness presents information on several categories of competitors 

contributing to the current environment and as well as the resulting impact on 

CenturyLink’s operations since 2001. 

Does Staff agree that the categories of competitors provided by CenturyLink, are 

CenturyLink’s competitors in Arizona? 

Yes. Staffs analysis indicates that CLECs, Wireless Providers and VoIP providers are 

alternative providers in the Consumer Segment. CLECs are alternative providers in the 

other market segements. 

Does Staff agree with Company Witness Brigham’s description regarding the impact 

the various types of competitors described above have had on CenturyLink’s 

operations since 2001? 

Yes. Although Staff has not performed an audit of CenturyLink’s customer counts and 

other information submitted by CenturyLink in this Application, the information is 

consistent information submitted by CenturyLink in other proceedings and with 
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Q* 

A. 

Q. 

Q. 

A. 

Armando Fimbres 
B-11-0378 

CenturyLink’s confidential annual reports. Staff agrees that CenturyLink’s access line 

loss since 2001 has been significant. 

Is Staff in agreement that the Company has complied with Rule 1108.B subsection 2 

- which requires CenturyLink to provide the number of alternative providers of the 

service? 

Yes. 

Is Staff in agreement that the Company has complied with Rule 1108.B subsection 3 

- which requires CenturyLink to provide the estimated market share held by each 

alternative provider of the service? 

A. No. Based on Staffis review of the additional information filed by Company’s 

Witness CenturyLink is not in full compliance with subsection 3 .  However, in response to 

a Staff Data Request, on March 13, 2012 CenturyLink provided information that Staff 

believes complies with subsection 3 .  In its response to Staffs Eighth Data Request, 

CenturyLink submitted confidential Consumer voice market share estimates by Wireless 

competitor. The confidential total Wireless market share estimate remained the same. 

What estimated market share did Company Witness Brigham submit in his 

testimony for each alternative provider of the service? 

Company Witness Brigham presented Consumer market share information in Confdential 

Exhibit RHB-1 for categories of competitors, such as Cable Telephony, but information 

specific to “each alternative provider” as explicitly required by Rule 1108.B subsection 3 

is presented for only a few alternative providers - Cox Arizona Telecom, L.L.C. ((‘Coxyy), 

Comcast, CableOne and Mediacom. Consumer market share information is not presented 

for any competitors in the categories for VoIP, CLECs and Wireless. Confidential 
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Exhibits RHB-3 & RHB-4 illustrate competitive presence but at a level that does not 

satisfy Rule 1108.B subsection 3. Confidential Exhibit RHB-2 does present sufficient 

information for the Small Business and Medium Business segments to satis5 Rule 1 108.B 

subsection 3. Market share information for several key competitors in the Large Business 

segment is contained on page 22 of Company Witness’s testimony. 

Q. 

A. 

Q. 

A. 

Is Staff in agreement that the Company has complied with Rule 1108.B subsection 4 

- which requires that CenturyEink provide the names and addresses of any 

alternative providers of the service that are also affiiates of the telecommunications 

company, as defined in R14-2-8013 

Yes. 

Is Staff in agreement that the Company has complied with Rule 1108.B subsection 5 

- which requires CenturyLink to provide information regarding the ability of 

alternative providers to make functionally equivalent or substitute services readily 

available at competitive rates, terms, and conditions? 

Yes. Company Witness presents rate information regarding functionally equivalent or 

substitute services by alternative providers in his testimony. 
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Q- 

A. 

Does Staff believe that the information presented by the Company satisfies Rule 

1108.B subsection 6 - which requires CenturyLink to provide other indicators of 

market power, which may include growth and shifts in market share, ease of entry 

and exit, and any affiliation between and among alternative providers of the 

services? 

Yes. CenturyLink has satisfied this requirement but Staff does not fully agree with 

CenturyLink’s conclusion. The most meaningful point presented in Company Witness’s 

testimony is that the market entry and exit of alternative providers are essentially 

unrestricted by state regulation. While cable providers, VoIP providers and Wireless 

providers must comply with FCC regulations, the entry and exit requirements are fewer 

than for those regulated by the Commission. Staff does not fully agree with Company 

Witness that “Economic and regulatory barriers to entry have been eliminated . . .” as will 

be discussed in my following testimony. 

Requirements 0fA.R.S. ,f 40-281 (E) 

Q- 

A. 

Q. 
A. 

Did you review CenturyLink’s request for deregulation of 158 services5 pursuant to 

A.R.S. 8 40-281(E)? 

Yes. 

What does A.R.S. 0 40-281(E) provide with respect to deregulation of a service? 

The statue provides in relevant part as follows: “E. When the commission determines after 

notice and hearing that any product or service of a telecommunications corporation is 

neither essential nor integral to the public service rendered by such corporation, it shall 

declare that such product or service is not subject to regulation by the commission.” 

Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, page 7 
Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, Revised Confidential Exhibit 

B 
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Q. Has the Company met its burden of proof that these 158 services are no longer 

essential and integral to its public service offering? 

A. No. 

STAFF ANALYSIS 

CenturyLink ’s request for Competitive Classification pursuant to Rule 11 08 

Q. 
A. 

Q. 

A. 

For how many services does CenturyLink seek competitive classification? 

The Revised Attachment A submitted with Company Witness Brigham’s testimony 

consists of 31 services. However, CenturyLink has also stated that it is seeking a 

competitive classification for all retail local exchange services, with the exception of those 

for which a deregulated classification is being sought and those included in Basket 4. 

Revised Attachment A to Company Witness Brigham’s testimony essentially consists of 

those services now contained in Basket 1 of the Company’s current Renewed Price Cap 

Plan.6 

Were some of CenturyLink’s services designated as competitive in the Price Cap 

pr~ceeding?~ 

Yes. The Price Cap proceeding separated CenturyLink’s services into four (4) baskets - 

Basket 1 consists of services in the Exchange and Network Services Price Cap Tariff, 

which include in part retail local exchange access lines.. Baskets 2 and 3 contain services 

in the remaining three tariffs. The services in Baskets 2 included limited pricing flexibly 

retail services. The services in Basket 3 consist of flexibly priced competitive services. . 

Basket 4 contains the wholesale services and must not be impacted by any decision in this 

matter. However, classification of services as “competitive” under the Price Cap Plan was 

In the matter of Qwest Corporation’s filing of Renewed Price Regulation Plan, T-01051B-03-0454. ’ In the matter of Qwest Corporation’s filing of Renewed Price Regulation Plan, T-0105lB-03-0454. 
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Q. 

A. 

Q. 

A. 

not based on Rule 1108. For the purposes o he determination in this matter, Century 

is requesting a “competitive classification” under Rule 1108.’ 

in 

How many rates would be impacted by the competitive classification of the entire 

Exchange and Network Services Price Cap Tariff? 

Of the 31 services listed in Revised Attachment A, 26 are in the Exchange and Network 

Services Price Cap Tariff. Those services comprise approximately 222 rates that would be 

impacted. The entire tariff consists of 418 pages. Rather than consider the competitive 

classification as pertaining to 26 services in the Exchange and Network Services Price Cap 

Tariff, the more appropriate context is considering the competitive classification as 

pertaining to the entire 418 pages which contain all the rates and terms and conditions by 

which all services in the Exchange and Network Services Price Cap Tariff will be 

provisioned. 

What approach has Staff taken in evaluating the competitive classification requested 

by CenturyLink? 

Staff believes that many of the retail local exchange services now contained in Baskets 1, 

2, and 3 could be classified as competitive to the degree that they are dependent on or 

inextricably linked to ‘core retail local exchange services’ that are first determined to be 

competitive services. In other words, Staff would recommend that if a basic local 

exchange service is found to be “competitive” under Rule 1108, services that are used in 

conjunction with it be classified in a similar fashion. 

Decision 68604; March 23,2006. 
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Q* 

A. 

Q. 

A. 

Q- 

A. 

How will the Terms and Conditions in CenturyLink’s tariffs be impacted by 

competitive classification? 

It is possible that the Company may want to change certain Terms and Conditions in 

addition to Rates. However, the Company would have to file the tariffs containing these 

revised Terms and Conditions with the Commission for approval. 

What is Staffs evaluation of the competitive situation information filed by 

CenturyLink? 

Company Witness Brigham offers detailed information pertaining to (1) Consumer, (2) 

Small Business, (3) Medium Business and (4) Large Business segments’ which the 

Commission should fdly consider. The information indicates that while the 

telecommunications market has evolved into four (4) segments, the Local Exchange 

Services in Section 5 of the Exchange and Network Services Price Cap Tariff are based on 

two (2) categories of separation - Consumer (or Residence) and Business. 

What is Staffs evaluation of the Consumer competitive situation information filed in 

the Company Witness’s testimony? 

Much of the market information presented by the Company’s Witness pertains to the 

Consumer segment. CenturyLink states that it has experienced a 54 percent access line 

decline from 2001 though 2010’0. A considerable amount of the loss can be reasonably 

assumed to be in the Consumer segment given the size of the Consumer market compared 

to the Business market. The Arizona population increase of 24.3 percent during a similar 

Defined in the Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, pages 21; 
“SmallBusinessSmall Business is defined as fums spending <$1,500 / month (ex-Wireless) and Mid Markets are 
firms spending 
between $1,500 and $5,000/ month (ex-Wireless)” 

Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, pages 12. IO 
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time period can also be attributed to the Consumer market.” Staff does not take exception 

to this information. 

Q. 

A. 

Q. 

A. 

What is Staff’s response to the voice market share information beginning on page 15 

of Company Witness’s testimony? 

Staff agrees with the general point of the information - the ILEC wireline share has 

declined significantly since 2001 and continues to drop. Staff is not aware of any 

information suggesting a reversal in this trend. End-users, particularly consumers, have 

several alternative technology options for communications - wireline voice, VoIP, 

Wireless voice, Wireless texting and broadband emailing. 

What is Staffs response to the Consumer market share information beginning on 

page 17 of Company Witness’s testimony? 

The confidential Consumer voice market share information presented on page 19 is 

specific to only - Cox - while presenting general information for five (5) categories - 

Cable Telephony, other VoIP, CLECs, Wireless Only and Other - not voice. Using the 

information on page 19 exactly as presented, assuming one competitor per category, Staff 

can calculate an estimated “I1* to gauge the market concentration. The result is an HHI 

of 3,040 which is well above the measure of 1,800 considered by the U. S. Department of 

Justice (“the DOJ”) to indicate a Highly Concentrated MarketI3, i.e. not competitive. 

” Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, pages 13. 
http:l/en.wikipedia.org/wikiMerfindahl_index: The Herfhdahl-Hirschman Index, or ”I, is a measure of the size 

of firms in relation to the industry and an indicator of the amount of competition among them. It is an economic 
concept widely applied in competition law, antitrust and also technology management. It is defined as the sum of the 
squares of the market shares of the 50 Largest firms (or summed over all the f m s  if there are fewer than 50) within 
the industry, where the market shares are expressed as fractions. ’’ http://www.investopedia.com: The U.S. Department of Justice considers a market with a result of less than 1,000 to 
be a competitive marketplace; a result of 1,000-1,800 to be a moderately concentrated marketplace; and a result of 
1,800 or greater to be a highly concentrated marketplace. 

12 

http:l/en.wikipedia.org/wikiMerfindahl_index
http://www.investopedia.com
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Q. 

A. 

Q. 
A. 

How does the information submitted by CenturyLink in response to Staffs Eighth 

Data Request change Staffs "I estimate? 

Staff's original HHI estimate was overstated because all of the estimated Wireless share 

had to be attributed to one Wireless provider because of the manner the information was 

submitted in Company Witness's testimony. The difference in Wireless competition 

versus that of cable providers, however, is worth noting. 

With few exceptions, Wireless participants have overlapping service areas. 'fie service 

areas are illustrated in Mr. Brigham's Direct Exhibits 5 - 7. Cable providers, however, 

operate in franchise areas that do not overlap and should be assumed as 'one' competitor 

for the purposes of an HHI estimate. Using the revised confidential market share 

information submitted by CenturyLink resulted in a revised HHI of 2,520, still outside the 

range used by DOJ to indicate a Moderately Concentrated Market (1,000 to 1,800). 

Staff agrees that Cox is a significant competitor; however, Staff's "I estimates suggest 

that CenturyLink is still the dominant provider within the Consumer voice market. Using 

strictly the information presented by the Company's Witness, Staff has to conclude that 

the Consumer voice market must be characterized as having High Market Concentration, 

i.e., not competitive. However, the HHl is only one factor Staff considered in its analysis. 

What is Staff's evaluation of Confidential Exhibits RHB-1 to RHB-4? 

Confidential Exhibit RHB-I is the source for the information on page 19 of Company 

Witness Brigham's testimony, which relates to the Consumer market segment. My 

testimony above relates to Confidential Exhibit RHB- 1. 
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Confidential Exhibit RHB-2 pertains to Business and will be discussed later in my 

testimony. 

Confidential Exhibits RHB-3 and RHB-4 contain information that supports competitive 

presence but are difficult to evaluate for either the Consumer or Business market. While it 

is meaningful that some wire centers in Confidential Exhibit RHB-3 have multiple cable 

providers, the franchise nature of cable providers, nonetheless, reduces their impact to 

effectively ‘one’ provider within CenturyLink’s wire centers. Additionally, the 

information does not show the percentage of any wire center that is covered by any cable 

provider. Confidential Exhibit FWB-4 provides information that supports the presence of 

competition in a general and perhaps anecdotal manner. 

The Company’s Witness states that Conftdential Exhibit RHB-4 “shows the CLECs that 

are operating in CenturyLink’s Arizona wire  center^."'^ Due to the confidential nature of 

Confidential Exhibit RHB-4 Staff cannot address specific CLECs or their market share. 

Staff can state, however, that “operating” does not necessarily equate to the provision of 

retail residential local exchange services or any particular telecommunications service. 

“Operating” could mean participating in long distance service, broadband service, or 

Wireless service, - retail local exchange service. Confidential Exhibit RHB-4 does not 

provide any evidence that the CLECs listed are providing residential retail local exchange 

services in CenturyLink’s Arizona wire centers. Close examination of the providers 

named in Confidential Exhibit RHB-4 even reveals that not all are CLECs or have tariffs 

that include rates for basic local exchange services. CenturyLink’s Confidential Exhibit 

RHB-4 does not specify competitors providing service in the Consumer local exchange 

market specifically and the degree of competition. 

Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, pages 12. 14 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of -4rmando Fimbres 
Docket No. T-01051B-11-0378 
Page 15 

Staff also points out that Confidential Exhibit RHB-4 does not provide any indication of 

the competitive areas covered by the CLECs indicated. CenturyLink wire centers are 

often of considerable size. It is possible that many CLECs are operating in very small 

areas of CenturyLink wire centers, such as selective zip codes, and, as such, are providing 

alternative options to relative Small numbers of customers. In addition, some competitors 

may operate only in niche markets such as providing Lifeline service to customers. 

CLEO with their own facilities, however, do not maintain their service information in 

accordance with historical wire center definitions. Cox, for example, maintains 

information strictly on a zip code basis. CenturyLink did not provide some indication of 

CLEC coverage such as homes passed, a common indicator in the cable industry. 

CenturyLink should have presented the information in Confidential Exhibit RHB-4 in a 

manner that would support direct evidence of retail local exchange competition for the 

Consumer and Business segments and which would have allowed Staff the ability to 

compare information with CLEC data, such as zip codes. 

Q. 

A. 

Is Staff able to support the competitive classification of Consumer services in the 

Exchange and Network Services Price Cap Tariff pursuant to Rule 1108? 

No. Not based on the evidence presented by CenturyLink to-date. If CenturyLink can 

provide more meaningful data that supports competitive classification, in the residential 

retail local exchange segment, Staff will consider it. But that information has not been 

provided to-date. 
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Q. 

A. 

Even though CenturyL---_ has not s-own sufficient competition in the Consumer 

services market to warrant competitive classification under Rule 1108, do you believe 

that CenturyLink should receive some regulatory flexibility for this market segment? 

Yes. Clearly, this market is becoming increasingly competitive; and might be 

characterized as in a transition stage yet. Consumers are increasingly using Wireless as a 

substitute for CenturyLink‘s land-line service. CenturyLink has a formidable land-line 

competitor in this market, Cox. Cox, as a CLEC, has pricing flexibility for its services. 

CenturyLink’s predecessor Qwest and its predecessors started out as the monopoly 

provider or ILEC in its service areas in Arizona. In recognition that some of its services 

were emerging competitive or competitive in nature, the Commission adopted an 

alternative form of regulation for the Company, the Price Cap Plan, which the Company 

has been operating under since March 30, 2001. Under the Revised Price Cap Plan, 

residential Consumer local exchange rates contained in Basket 1 of the Plan could be 

decreased but were subject to a hard cap and could not be increased. Classification as 

“emerging competitive” is the next logical step for Consumer services, given Staffs 

analysis. With the classification of “emerging competitive”, CenturyLink should have 

greater pricing flexibility with respect to these services, but not the degree of flexibility 

were these services found to be fully competitive pursuant to Rule 1108. 
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Q. 

A. 

Q. 

A. 

Q* 
A. 

What is Staff’s evaluation of the Business competitive situation information filed by 

the Company’s Witness? 

The Company’s Witness references at least eleven CLEC competitors in the Business 

market - Cox, Integra, XO, tw telecom, Level 3, PAETEC, AT&T, Verizon, Comcast, 

Time Warner Cable Information Services (Arizona), LLC, Mediacorn” - as well as a few 

cable telephony providers - Cable One, Suddenlink - and provides a considerable amount 

of supporting information. 

What is Staff’s response to the Small Business market share information beginning 

OR page 20 of Company Witness’s testimony? 

The Company’s Witness presents confidential Small Business voice market share 

information that is contained in Confidential Exhibit RHB-2. Using the same 

methodology described earlier to derive an HHI estimate to gauge the Small Business 

competitive market situation, Staff calculated an HHI of 4,183. This figure is well above 

the 1,800 HHI threshold used to describe High Market Concentration. Although this is 

just an estimate, it strongly suggests that the market is not competitive under Rule 1108. 

Is the information in Confidential Exhibit RHB-2 comprehensive? 

No. The Company’s Witness states on page 21 of his testimony that “the Centris SMl3 

data (in Confidential Exhibit RHB-2) does not include the impact of Wireless services in 

the SMB market.”16 This statement alone is not sufficient, however, for Staff to 

meaningfully consider the impact of Wireless services in the SMB market. Again, if, 

l5 Cox Arizona Telecom, L.L.C, Integra Telecom of Arizona, Inc., XO Communications Services, Inc., tw telecom of 
Arizona Ilc, Level 3 Communications, LLC, PAETEC Communications Inc., AT&T Communications of the 
Mountain States, Inc., Verizon Enterprise Solutions LLC, Verizon Long Distance LLC, Verizon Select Services Inc, 
Comcast Phone of Arizona, LLC, Time Warner Cable Information Services (Arizona), LLC, MCC Telephony of the 
West, LLC 
l6 Confidential Exhibit RHB-2 includes information for the Small Business and Medium Business segments. ‘SMB’ 
is assumed to mean Small Business and Medium Business. 



I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Direct Testimony of Armando Fimbres 
Docket No. T-01051B-11-0378 
Page 18 

CenturyLink is able to provide additional information regarding the impact of Wireless 

services in this market which indicate that CenturyLink is not dominant the Small 

Business voice market, Staff will consider it. 

Based strictly on the information presented in Confidential Exhibit RHB-2, Staff believes 

that CenturyLink is the dominant provider in the Small Business voice market and the 

market is Highly Concentrated. 

Q. 

A. 

Q. 

A. 

Did CenturyLink’s response to Staff’s Eighth Data Request include revised market 

share information for the Small Business segment? 

Yes. CenturyLink provided refined confidential information in its DR8 response but did 

not include any Wireless market share information. Staff was able to calculate a revised 

HHI of 4,159 which is not materially different than the 4,183 calculated with the 

confidential information submitted in Company Witness’s testimony. 

Does the Company present information that the Small Business voice market is 

becoming increasingly competitive? 

No. The two-quarter trend in Confidential Exhibit RHB-2 actually suggests that a steady- 

state has been reached. The Small Business voice market competitive situation is far 

behind that of the Consumer voice market which itself does not appear to be fully 

competitive based on the information filed by CenturyLink. Since local exchange 

competition was initiated in 1996 with changes to the 1934 Communications Act, the 

Small Business voice market competitive situation has not evolved significantly in the last 

15 years. If this trend continues, it may be reasonable to assume that a fully competitive 

situation may not be reached for many more years. 
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On the other hand, Staff agrees that there are competitors operating in this market and that 

Wireless is also likely to be a factor to some degree to some extent in this market. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

What is Staff recommending with respect to the Small Business market? 

Staff is recommending that the Small Business market segment be classified as “emerging 

competitive”, the same as the Consumer Market. CenturyLink should receive some 

pricing flexibility for these services; although not to the same degree as if the services had 

been classified as “competitive” under Rule 1108. 

What is Staffs response to the Medium Business market share information 

beginning on page 20 of Company Witness’s testimony? 

The Company’s Witness presents confidential Medium Business voice market share 

information that is contained in Confidential Exhibit RHB-2. Using the same 

methodology described earlier to derive an HHI estimate to gauge the Medium Business 

competitive market situation, Staff calculated an HHI of 3,484. This figure is below the 

Small Business figure of 4,183 but still well above the 1,800 HHI threshold used to 

determine High Market Concentration. Although this is just an estimate, it suggests that 

the market is not as competitive as CenturyLink suggests. Of concern to Staff is that the 

two-quarter trend presented in Confidential Exhibit RHB-2 suggests the same steady-state 

situation for the Medium Business voice market segment. 

Is the information in Confidential Exhibit RHB-2 comprehensive? 

The Company’s Witness does not make the same statement for Medium Business that is 

made for Small Business on page 21 of his testimony - “the Centris SMB (Small Medium 

Business) data (in Confidential Exhibit RHB-2) does not include the impact of Wireless 

services in the SMB market.” Staff must assume, there€ore, that the information in 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Confidential Exhibit RHB-2 pertaining io Medium Busl1iess is more comprehensive than 

that for Small Business. 

However, the information presented by CenturyLink’s Witness indicates that there are 

many CLECs providing competitive services in this market. Cox also provides services in 

the Medium Business Segment. The presence of these competitors should act to constrain 

CenturyLink’s ability to raise prices to any significant degree. 

Did CenturyLink’s response to Staff’s Eighth Data Request include revised market 

share information for the Medium Business segment? 

Yes. CenturyLink provided refined confidential information in its DR8 response. Staff 

was able to calculate a revised HHI of 3,445 which is not materially different than the 

3,484 calculated with the confidential information submitted in the Company’s testimony. 

What is Staff recommending with respect to the Medium Business segment? 

Staff is recommending that the Medium Business segment be classified as “emerging 

competitive” the same as the Consumer and Small Business segments. 

What is Staff’s response to the Large Business market share information beginning 

on page 22 of the Company’s Witness testimony? 

The Company’s Witness presents confidential information beginning at page 22 of his 

testimony regarding CenturyLink’ s market position in the Large Business or Enterprise 

Market. The information is consistent with Staffs understanding of CenturyLink’s 

position in this market. CenturyLink is not a dominant provider in the Large Business or 

Enterprise Market. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

Did CenturyLink’s response to Staff‘s Eighth Data Request include revised market 

share information for the Large Business segment? 

No. 

Company Witness Brigham states on pages 22 - 23 of his testimony that Staff has 

“previously determined that that the Enterprise Market in Arizona is competitive”. 

Does Staff agree? 

First, Staff clarifies that for the purpose of his testimony the Company’s Witness defines 

‘Large Business’ as ‘Enterprise Business’. Thus Staff will use the two terms 

synonymously. 

The Company’s Witness is correct in his statement but Staff clarifies that previous 

positions were never findings by the Commission pursuant to Rule 1108 and Staff may not 

have supported its statements with quantitative analysis such as HHI calculations. The 

issue is in this case whether the market is sufficiently competitive to satisfy Rule I 108. 

What are Staffs HHI findings for the Enterprise Market? 

Staff evaluated the Enterprise Market using the confidential information presented in 

Company Witness’s testimony. The information indicates that the market is Highly 

Concentrated with an HHI of 4,029. However, CenturyLink is not one of the major 

providers. 

What is Staff recommending with respect to the Large Business or Enterprise 

Market? 

Staff is recommending that the Commission classify these CenturyLink’s Large Business 

services as Competitive pursuant to Rule 1 108. 



~ 

1 

2 

3 

4 

5 

6 

7 

8 

9 

18 
19 
20 
21 

22 

23 

24 

25 

26 

27 

Direct Testimony of Armando Fimbres 
Docket No. T-O1051B-11-0378 
Page 22 

Q. 

A. 

How does Staff respond to Company Witness’s general market testimony from pages 

24 - 60? 

The Company’s testimony is helpful in a general sense because it portrays an environment 

in which many providers participate within the CenturyLink service territory. Staff does 

not take exception to the information which largely amounts to clarifications of 

Confidential Exhibits RHB-3 and RHB-4. However, the discussion does not overcome 

the deficiencies identified above with respect to the data presented by CenturyLink to 

support competitive classification in the Consumer retail local exchange market and the 

Small Business market. In addition, there appear to be some inconsistencies in the 

discussion. 

Regarding Cox, Company Witness states, for example, that: 

- “Cox serves a geographic area within Arizona encompassing 83 CenturyLink 
wire centers that account for approximately 8 1.6% of the CenturyLink retail 
access lines in ~r izona .” ’~  
“CenturyLink estimates that Cox provides voice services to well over 500,000 
residence and Business customers in the state.”’* 
“...as of the second quarter of 2011, Cox served [confidential] Consumer 
voice lines in Arizona, as compared to the 7 19,000 Consumer lines served by 
CenturyLink in Arizona for the same time period.”” 

- 

- 

The Company’s Witness also states on page 28 that “There is no basis to regulate 

CenturyLink more heavily than Cox, when Cox now holds ahnost half of the Consumer 

voice market in Arizona.” Staff finds this confusing since the Company’s Witness stated 

011 page 20 that “roughly two-thirds of the Consumer households in the CenturyLink 

serving area in Arizona are not utilizing CenturyLink for voice services. By inference, 

l7  Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, page 26. ’* Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, page 27. ’’ Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, page 27. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Direct Testimony of Armando Fimbres 
Docket No. T-01051B-11-0378 
Page 23 

Witness Brigham’s statement on page 20 means that roughly one-third of the Consumer 

households in the CenturyLink serving area in Arizona utilizing CenturyLink. How 

Cox can be estimated to have ‘almost half of the Consumer voice market in Arizona with 

‘well over 500,000’ estimated ‘residence and Business’ lines while CenturyLink has 

roughly one-third or 719,000 ‘Consumer’ lines as of 2Qll  is difficult to understand?’ 

The arguments presented are neither logical nor consistent with the share information in 

Confidential Exhibits RHB-1. 

Q. 

A. 

Q. 

A. 

Does the Company’s Witness discuss the competitive presence of competitors other 

than Cox? 

Yes but the attention devoted to Cox far exceeds the attention given other competitors. 

The emphasis on Cox. In his 78 page testimony, Company Witness references Cox 123 

times on 18 pages. Indeed, if one looks solely at wireline competitors in the residential 

Consumer local exchange market, the data suggests only one meaningful competitor, Cox. 

This is suggestive of a duopoly, not a fully competitive environment. 

How does Staff respond to the Company Witness’s testimony regarding the CLECs 

other than Cox beginning at page 35? 

The Company Witness provides several statistics and names nine key CLECs2’ but on 

page 36 states that “most of these CLECs are primarily focused on serving Business 

customers”. Staff agrees with this statement statement. 

2o Direct Testimony of Robert H. Brigham on Behalf of CenturqLink, January 25,2012, page 30. 
AT&T, Verizon, Integra, PAETEC, XO Communications, Level 3, tw telecorn, Granite, 360 Networks 21 
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Q. 

A. 

What other information does CenturyLink provide regarding the provision of 

competitive services by CLECs in Arizona. 

Company Witness Brigham states - “CLECs are able to “make functionally equivalent or 

substitute services readily available at competitive rates, terms and conditions” for 

Business and Consumer customers (Rule 1108.B.5)”. CLECs can easily enter and exit the 

market, and can offer services by purchasing UNEs or resold services from CentwyLink, 

or by building their own facilities (Rule 1108.B.6). They may also enter the market by 

purchasing wholesale facilities from other CLECs, or by purchasing facilities from fiber 

providers such as SRP Telecom and Zayo Group that operate in Arizona.” Staff agrees 

with the general nature of the conclusion, however, the following market entry and exit 

data illuminates a disturbing trend: 

Exhibit 1 
CC&Ns CC&Ns 
Granted Canceled 

Before 3/30/0 I 
1/1/98 - 12/31/04 
1/1/05 - 12/31/08 

Since 1/1/0922 

Previous to March 30,2001, the Arizona telecommunications market can be characterized 

in a high growth stage. There were 720 CC&Ns granted and zero (0) canceled during that 

period. The transition is thereafter obvious. More CC&Ns are now being canceled than 

granted and those granted are far fewer than in earlier years. This suggests that the 

Arizona telecommunications environment regulated by the Commission has reached a 

steady state and may actually be in a state of decline. CLEC competition appears to be 

declining rather than increasing. 

22 Through February 15,201 1 
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Q. 

A. 

How does Staff respond to the Company Witness’s testimony regarding Wireless 

competition beginning at page 43? 

If competition within the overall Arizona telecommunications market is increasing, 

categories such as Wireless and VoIP may be the cause since competition fiom CLECs, as 

measured by market entry and exit, has slowed and may be declining. 

Exhibit RHB-5 illustrates the areas served by CenturyLink in comparison to those served 

by at least one Wireless provider. The areas not covered by at least one provider can be 

described as rural areas. 

The W-ireless pricing information presented by the Company’s Witness is very 

comprehensive. He makes a strong case that Wireless carriers provide “functionally 

equivalent or substitute services readily available at competitive rates, terms and 

conditions,” and there are a significant “number of alternative providers of the service,” 

meeting the criteria of Rule 1108(B) in Arizona.”23 The Company’s Witness goes on to 

state that 31.6 percent of U. S. Households have “cut the cord”, effectively displacing 

wireline local exchange services. However, these figures rely upon surveys that are not 

specific to the CenturyLink service area. 

The Company’s Witness subsequently cites a figure of 29.4 percent for Arizona 

households that have cut the cord based upon a National Center for Health Statistics 

(“NCHS”) survey.24 While the Company’s Witness states that Wireless services places 

strong competitive pressure on Wireline services, there is no study or survey which 

actually demonstrates the degree to which this statement is accurate. Without this, placing 

23 Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, pages 48. 
24 Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, pages 50. 
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Q. 

A. 

Q. 

A. 

Armando Fimbres 
B-11-0378 

the information in the appropriate context for use in a determination that may result in 

approval pursuant to Rule 11 08 is difficult. 

How does Staff respond to the Company Witness’s testimony regarding the price 

constraint factor related to Wireless substitution beginning at page 52? 

The subject is important. One of the things the Commission needs to consider is whether 

approval of competitive classification for all retail Consumer local exchange service, as 

requested by CenturyLink, would eventually result in an upward movement of local 

exchange wireline rates. In theory, a perfectly competitive telecommunications 

environment should keep competitors from raising prices since end-users will be free to 

move among providers. However, as I have pointed out at several points in my testimony 

Staff does not believe the telecommunications environment in Arizona the evidence on 

this point is not always conclusive. 

How does Staff respond to the Company Witness’s testimony regarding VoIP 

competition beginning at page 54? 

Staff is aware, as is CenturyLink, that VoIP competition exists in Arizona. There is little 

factual evidence, however, that is helpful to a determination pursuant to Rule 1108. The 

Company’s Witness references a figure of 484,000 ‘non-ILEC’ VoIP subscriptions in 

Arizona stated in an October 201 1 FCC report.25 The figure seems to make sense in the 

presence of increasing broadband deployment as highlighted by the Company’s Witness 

on page 57. Two aspects of the VoIP subscriptions information, however, do not make 

sense to Staff. 

. 

25 Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, pages 56. 
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First, the 484,000 VoIP figure is within a reasonable range of the “well over 500,000” 

estimated by CenturyLink for Cox, which provides fixed VoIP service. The information, 

however, is not consistent with market share information presented in Confidential Exhibit 

RHB-1. CenturyLink should attempt to clarify this point. 

Second, use of the term ‘non-ILEC’ to define the 484,000 figure, suggests that ILECs 

andlor ILEC affiliates may be participating in the telecommunications market with VoIP 

technology. If true, this means that ILECs, including CenturyLink, are not disadvantaged 

by not being able to compete directly against VoIP providers. CenturyLink provides a 

significant amount of broadband and could easily compete using VoIP technology by 

itself or through affiIiates. 

Given the confusing information pertaining to VoIP competition and the lack of 

information directly applicable to a determination pursuant to Rule 1108, Staff does not 

believe VoIP (provided by entities other than Cox) is a significant factor in this 

proceeding. 

Q* 

A. 

Did CenturyLink ask the Commission to set maximum rates in this proceeding for 

services found to be competitive? 

No, it did not. It intends to ask the Commission to establish maximum rates through a 

later filing. 

CenturyLink ’s request for Deregulation pursuant to A.  R. S. § 40-281 (E) 

Q. 

A. 

For how many services does CenturyLink seek deregulation? 

Revised Attachment B filed with the Company‘s Witness’s testimony lists 158 services in 

three tariffs - Competitive Exchange and Network Services Price Cap Tariff No. 2, 
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Q. 

A. 

Competitive Private Line Transport ,trvices Price Cap Tariff and Competitive Advance 

Communications Services Price Cap Tariff. 

How does Staff respond to the criteria presented in Company Witness’s testimony to 

satisfy deregulation pursuant to A.R.S. 0 40-281(E) - “When the commission 

determines after notice and hearing that any product or service of a 

telecommunications corporation is neither essential nor integral to the public service 

rendered by such corporation, it shall declare that such product or service is not 

subject to regulation by the commission.”? 

Approval by the Commission pursuant to A.R.S. 3 40-28 1 (E) must be based on a service 

being “neither essential nor integral to the public service. However, CenturyLink 

apparently believes that the “Constitution and case law actually require the Commission to 

consider four criteria in determining whether to deregulate a service - (1) Whether the 

service constitutes “transmitting messages or furnishing public telegraph or telephone 

service” under Article 15, $2 of the Arizona Constitution; (2) Whether the service is 

presently an essential and integral part of “transmitting public telegraph or telephone 

service;” (3) Whether the service is clothed with a public interest, such as to make the 

rates, charges, and methods of provision a matter of public concern; and (4) Whether the 

service is a common carriage operation.26 Mr. Brigham states he is not an attorney27 but, 

nonetheless, cites American Cable Television, Lnc. v. Arizona Pub. Sew. Co.. 143 Ariz. 

273, 693 20 P.2d 928 (Ct. APP. 1983)28. I would note that this case deals with the 

Commisson’s authority to regulate a service. Its does not address the situation in which 

CenturyLink’s services are already regulated and it is seeking to deregulate those services 

26 In the Matter of the Application of Qwest Corporation dba CenturyLink QC to Classify and Regulate Retail Local 
Exchange Telecommunications Services as Competitive, and to Classify and Deregulate Certain Services as Non- 
Essential, T-01051B-11-0378, page 9. ’’ Direct Testimony of Robert H. Brigham on Behall-of CenturyLink, January 25,2012, page 4. ’* Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, page 63. 
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in support of these 4 criteria. Many of the services which the Commission regulates are 

essential and integral to the public service which CenturyLink provides. It is when those 

services are no longer essential and integral to the public service that deregulation is 

appropriate. This will be discussed further in Staffs brief. 

Q. 
A. 

Q. 
A. 

How is the Company Witness’s deregulation analysis organized? 

Beginning on page 67 of his 78 page testimony, the Company’s Witness describes six (6) 

groups of services based ‘common characteristics of services”, for which it seeks 

deregulaton. The groups are - Ancillary, Value Added, Obsolete, Pricing, Supplemental, 

and Toll. 

Did Staff find a problem with Company Witness’s deregulation information? 

Yes. The contents of Exhibit RHB-9 are not consistent with the contents of Revised 

Attachment B, Exhibit RHB-11. The four (4) elements listed below in Exhibit 2 were 

moved to Revised Attachment A, Exhibit RHB-10. These elements, categories as 

‘Valued-Added’ in Exhibit RHB-9 should not be considered for deregulation pursuant to 

A.R.S. 5 40-281(E). To avoid confusion, CenturyLink should file a Revised Exhibit 

RHB-9. 

Exhibit 2 - Value Added 

1 (3.4.2 1 TOUCHTONECALLING I 
1 C5.8.4 1 INTERCEPTSERVICES I 

SWITCHED ACCESS 
SERVICE Q21.4.1 

7 

Q7.9.1 SWITCI-ED 
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Q. 

A. 

What is Staff’s response to the services characterized as “Ancillary” in Company 

Witness’s testimony? 

Exhibit RHB-9 contains 27 tariff sections categorized as Ancillary. Staff recommends a 

deregulation categorization for 23 of the tariff sections (Exhibit 3), because Staff believes 

these services are neither essential nor integral to the underlying common carrier services. 

Sections C5.7.1 - Listing Services, C6.2.4 - Directory Assistance and Q4.6 - Telecom 

Service Priority (3.7.7 - Custom Number Service warrant discussion. 

In today’s technology rich environment when end-users have many options, Listing 

Services and Directory Assistance may appear to be ‘non-essential’ but they are, 

nonetheless, ‘integral’ to retail local exchange services which, even if competitively 

classified in this proceeding, will remain regulated for the foreseeable future. Access to 

Listing Services and Directory Assistance, for example, are defined as features within 

‘Basic Local Exchange Telephone Service’ by A.A.C. R14-2-1201 - Arizona Universal 

Services. It’s also worth noting that the tariff description for Listings Services ((3.7.1) 

actually includes the word ‘essential’ - “. . .Alphabetical Iistings include information 

which is essential to the identification of the listed party and facilitates the use of the 

directory.” It is also important to note that the information obtained for Listings Services 

and Directory Assistance correspond directly to regulated, basic exchange services. 

Telecom Service Priority is described as “...regulatory ... developed by the Federal 

Government to ensure . . . restoration of National Security Emergency Preparedness . . .” 

suggests a service for which regulatory oversight should continue. In other words, it is a 

service which continues to be essential and integral to the public service offerings of 

CenturyLink. 

26 
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Q. 

A. 

Q. 

A. 

What is Staff’s response to the services characterized as “Value Added” in Company 

Witness’s testimony? 

Exhibit RHB-9 contains 50 tariff sections, excluding the four (4) which were moved to 

Revised Attachment A, categorized as Value Added. Staff supports deregulation for 17 of 

the tariff sections categorized as Value Added (Exhibit 4), as Staff believes they are no 

longer essential and integral, Other services seem highly dependent on central office 

assets that are essential and integral for public service. Operator Verificatiodnterrupt 

Service may often be required in urgent situations. Direct Inward Dialing (“DID”) 

services, when combined with Direct Outward Dialing (“DOD”), is comparable to basic 

local exchange services which Staff does not recommend for competitive classification 

under Rule 1108 or deregulation, DID and DOD services are regulated by the 

Commission. Lower speed services may be provisioned for Small and Business segments 

more often than for Large Business. As stated earlier, Staff believes that CenturyLink is 

the dominant provider in the Small and Medium Business segments. 

What is Staffs response to the services characterized as “Obsolete” in the 

Company’s Witness’s testimony? 

Exhibit RHB-9 contains 50 tariff sections categorized as Obsolete. These services, 

correctly described by the Company’s Witness as ‘grandfathered’, should have been 

rendered technologically obsolete and should have become increasingly expensive to 

provision with the passage of time. Staff agrees that there are alternatives, however, many 

of the Obsolete services are integral to the public service as they are local exchange 

services. In grandfathering services, there is an implied understanding by the Commission 

that such services will continue to be maintained under reasonable terms and conditions 

until usage drops to zero (0) or the Commission approves the complete termination of 

such services. 
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Staff has supported the obsolete designation for services by many providers with the 

understanding that users not be required to terminate their services for at least a reasonable 

period of time. In some cases, particularly those in which customer chum has reduced 

usage to a low figure, Staff may support giving customers notice that services will be 

terminated following a reasonable period of time. Staff is puzzled why CenturyLink 

rather than offering marketing incentives for customers to move to alternative services 

instead seeks to deregulate such services which have become technologically outdated and 

expensive to provision. CenturyLink’s response to Staffs data request response discloses 

that many of the services still have substantial numbers of users or usage.29 Unless 

CenturyLink can appropriately explain why it now seeks to continue the provision of 

sewices for which CenturyLink once sought an Obsolete classification, Staff recommends 

Obsolete services be classified as competitive services to the extent they are not already 

classified as competitive. 

Q. 

A. 

What is Staffs response to the services characterized as “Pricing” in the Company’s 

Witness’s testimony? 

Exhibit RHB-9 contains 9 tariff sections categorized as Pricing in Company Witness’s 

testimony. A.R.S tj 40-281(E) addresses the means for deregulating a ‘product or service’. 

The Company’s Witness is careful to call the Pricing category of tariff sections ‘Pricing 

Plans’ which A.R.S 5 40-28 1 (E) does not address. Deregulation of the Pricing category of 

tariff sections is, therefore, in effect deregulation of the underlying products and services 

which the Company’s Witness states are “otherwise tariffed on a stand-alone basis.”30 

CenturyLink supplemental responses to STF 3.1 29 

30 Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, pages 70. 
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Q. 

A. 

Staff does not find it log,;al to support i,,ree,dtion of tariff sect,ms for pricing reasons 

when the underlying services are not themselves deregulated. Pricing does not change 

whether a service is neither essential nor integral to the public service. Pricing simply 

varies a customer’s willingness to buy under the stated rates. 

Staff believes the correct path for regulation of Pricing tariff sections is to first achieve 

deregulation of the underlying products and services. The deregulation of Pricing tariff 

sections would then be rendered moot since products and services, individually 

deregulated, must logically be defined as deregulated when grouped in various manners 

and priced accordingly. Staff will support deregulation of the Pricing tariff sections in 

those cases which CenturyLink is able to show that the underlying products and services 

are deregulated. 

At this time, Staff cannot support deregulation for any of the nine (9) tariff sections 

categorized as Pricing. 

What is Staff’s response to the services characterized as Supplemental in Company 

Witness’s testimony? 

Exhibit RHB-9 contains 15 tariff sections categorized as Supplemental by the Company’s 

Witness. At this time, Staff cannot support deregulation for any of the fifteen (15) tariff 

sections categorized as Supplemental. 

In response to Staffs data request, CenturyLink provided information that indicates high 

users or usage in 9 of the 15 tariff sections. Staff must, therefore, give considerable 

weight to the essential nature of these services. 
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Until CenturyLink provides more conclusive information to demonstrate that the 15 

services catergorized Supplemental warrant deregulation, Staff is unable to support a 

change in classification. 

Q. 

A. 

What is Staff‘s response to the services characterized as “Toll” in Company 

Witness’s testimony? 

Exhibit RHB-9 contains 6 tariff sections categorized as Toll in Company Witness’s. Staff 

agrees with competitive nature of long distance. Many long distance service options are 

available. The services are competitive and broadly available, nonetheless, do not satisfjr 

the standards in A.R.S. tj 40-281(E). Staff beIieves that long distance services are 

essential and integral to the public service. 

As telecommunications services have evolved, the distinction between long distance and 

local exchange services has become blurred. Wireless dialing has been a major factor in 

eliminating the distinction. Most Wireless plans do not distinguish between local Wireless 

and long distance Wireless. The use of l+NPA+NXX+XxXX and l+NXX+XxXX 

dialing in Wireless is essentially non-existent. 1+ dialing, however, is integral to local 

exchange services and the PSTN. Existing Commission rules that allow local exchange 

users to select intralata and interstate long distance providers suggest that long distance is 

not only integral, it is essential for the public service.31 Were ‘Toll’ services not integral 

and essential to local exchange service, they would not be associated with CenturyLink’s 

local exchange services and a part of an Application that seeks to reclassify ‘retail local 

exchange services’ .32 Logic suggests, therefore, that ‘Toll’ service be deregulated at the 

same pace as retail local exchange services. Based on the information filed by 

3 1  A.A.C. R14-2-1111, Requirement for IntraLATA Equal Access 
32 Direct Testimony of Robert H. Brigham on Behalf of CenturyLink, January 25,2012, page 3. 
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CenturyLink to date, Staff does not support the deregulation of basic Consumer and 

Business Iocal exchange nor’ their classification as competitive services. 

Deregulation of the services categorized as Toll by CenturyLink, without also eliminating 

the corresponding Commission rules to access long distance, would have the effect of the 

Commission requiring the use of deregulated services in conjunction with regulated local 

exchange services. It is worth noting that CenturyLink even offers a service that charges 

customers to restrict their long distance -- C25.1, ClJSTOMNET SERVICE. Such a 

service would not be needed if CenturyLink 1+ dialing were not integral to the PSTN. If 

1+ dialing were not integral to the PSTN, customers would not require any toll restriction 

since there would be no toll services, as with Wireless service. 

Until, CenturyLink is able to demonstrate that 11- dialing is no longer integral or essential 

for local exchange customers to call those outside their local exchange areas, Staff is 

unable to support deregulation of the services directly dependent on l+ dialing and 

categorized as Toll in the Company Witness’s testimony. 

STAFF’S CONCLUSIONS AND RECOMMENDATIONS 

For Competitive ClassiJication pursuant to Rule 11 08 

Q. Does Staff recommend approval of CenturyLink’s Application for a competitive 

classification determination for all services pursuant to Rule 1108? 

No. 

approval of CenturyLink’s request for competitive classification for all of its services. 

A. Staff does not believe the information filed by CenturyLink thus far supports 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Does Staff recommend any regulatory changes for CenturyLink? 

Yes. Despite not presenting information that supports a competitive classification 

determination as requested in its Application pursuant to Rule 1108, CenturyLink has 

presented considerable information regarding the Arizona telecommunications 

competitive environment that warrants consideration of significant regulatory changes. 

While the information does not support a statewide competitive classification 

determination pursuant to Rule 1 108, CenturyLink presents information that supports its 

request for pricing flexibility for Consumer residential local exchange services including 

the ability to increase prices subject to certain conditions. 

Which regulatory changes does Staff support? 

Staff believes it appropriate to classify CenturyLinks’ Consumer residential local 

exchange services as “emerging competitive.“ This recognizes that while these services 

do not yet qualify as “competitive” under Rule 1108, they are subject to a degree of 

competition where pricing flexibility is warranted. 

Does Staff support competitive classification pursuant to Rule 1108 for the Large 

Business segment? 

Yes. CenturyLink presents a compelling case for statewide competitive classification of 

the Large Business or Enterprise segment. However, this will require that CenturyLink 

separate its Business services and tariff information into those for Large Business and 

those for Small and Medium Business. Concurrent with this classification, the 

Commission should order that CenturyLink comply with the filing of individual case basis 

contracts (“ICBs”) pursuant to A.A.C. R14-2-1115(C)3 for services to Large Business. 

Tariffs for the Large Business segments should also be revised to indicate that ICBs will 

be filed confidentially with the Utilities Division. 
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Q. 

A. 

Q. 
A. 

What is the Staff position regarding regulatory changes for Small and Medium 

Business? 

Staff does not recommend competitive classification pursuant to Rule 1108 for Small and 

Medium Business segments. 

Does Staff recommend any regulatory changes for Small and Medium Business’? 

Yes. The competitive situations of the Small and Medium Business segments are 

sufficiently similar to the Consumer local exchange market segment that Staff 

recommends a similar classification as “emerging competitive” with pricing flexibility. 

For Deregulation pursuant to A .  R.S. j 40-281 (E) 

Q. 

A. 

Q- 
A. 

Q. 
A. 

Does Staff recommend approval of CenturyLink’s Application for deregulation for 

certain services pursuant to A.R.S. 0 40-281@)? 

No. Staff does not believe the information filed by CenturyLink supports approval of 

CenturyLink’s request as filed. 

Does Staff recommend any deregulatory changes for CenturyLink? 

Yes. Despite not presenting information that supports a deregulation classification 

determination pursuant to A.R.S. 0 40-281(E) for all the services as requested in its 

Application, CenturyLink has presented information that warrants consideration of 

deregulation for a limited set of services. Staff supports deregulation for 40 tariff sections 

listed in Revised Attachment B of Company Witness’s testimony. The 40 tariff sections 

are listed in Exhibits 3 and 4. 

Does this conclude your Direct Testimony? 

Yes, it does. 
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EXECUTIVE SUMMARY 
QWEST CORPORATION DBA CENTURYLINK-QC 

DOCKET NO. T-01051B-11-0378 

Qwest Corporation dba CenturyLink-QC (“CentwyLink”) is seeking a determination by 
the Arizona Corporation Commission (“Commission”) that all of its retail local exchange 
services should be classified as competitive services pursuant to A.A.C. R14-2-1108. 
CenturyLink is also seeking a determination that certain of its retail services be deregulated 
pursuant to A.R.S. 5 40-28 1 (E). 

Staff continues to support the testimony and recommendations filed on March 16,2012. 

For Competitive Classification pursuant to Rule 11 08 

Staff believes the information filed by CenturyLink supports an “Emerging Competitive” 
classification for the Residence, Small Business and Medium Business Segments. 

Staff recommends statewide competitive classification of the Large or Enterprise 
Business segment under Rule 1 108. 

For Deregulation pursuant to A. R.S. J 40-281 (E) 

Staff supports deregulation for 40 tariff sections listed in Revised Attachment B of 
CenturyLink Witness Brigham’s Direct Testimony. 
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INTRODUCTION 

Q. 

A. 

Please state your name, occupation, and business address. 

My name is Armando Fimbres. I am a Public Utilities Analyst V employed by the 

Arizona Corporation Commission (“ACC” or “Commission”) in the Utilities Division 

(“Staft”). My business address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Q. 

A. 

Have you previously filed testimony in this proceeding? 

Yes. I filed Direct Testimony on behalf of Staff on March 16,2012. 

BACKGROUND 

Q. 

A. 

What is the purpose of your testimony? 

My testimony responds to the Direct Testimony of two intervenors - the U.S. Department 

of Defense and all other Federal Executive Agencies and the Residential Utility Consumer 

Office - filed on March 16,2012. 

Q. 

A. 

Will any other Staff witness file Rebuttal Testimony? 

Yes. Mr. Elijah Abinah will also file Rebuttal Testimony. 

STAFF’S RESPONSE TO THE DIRECT TESTIMONY OF THE U.S. DEPARTMENT OF 

DEFENSE AND ALL OTHER FEDERAL EXECUTIVE AGENCIES ~DOD/FEA”)~ 

Q. Have you read the Direct Testimony of August H. Ankum, Ph.D. on Behalf of the 

U.S. Department Of Defense and all other Federal Executive Agencies filed on 

March 16,2012? 

A. Yes. 

Direct Testimony of August H. Ankum, Ph.D. on Behalf of the US. Department of Defense and All Other Federal 
Executive Agencies , March 16,2012 

. . .- 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Please summarize your understanding of the DoD/FEA Direct Testimony. 

The DoD/FEA Direct Testimony puts forth several basic positions. CenturyLink’s 

showing is flawed and incomplete, failing to demonstrate that it lacks market power; 

therefore, its competitive reclassification request should be denied. Also, CenturyLink’s 

request for deregulation is vague and unsupported and should be denied. 

Does Staff disagree with the DoD/FEA analysis? 

No. Staff agrees with the analysis presented in the DoD/FEA Direct Testimony, 

Does Staff disagree with the DoD/FEA conclusions and recommendations? 

Yes. The reasons for Staff reaching conclusions and recommendations different from 

those of DoD/FEA will be explained in the Rebuttal Testimony of Staff Witness Elijah 

Abinah. 

STAFF’S RESPONSE TO THE DIRECT TESTIMONY OF THE RESIDENTIAL 

UTILITY CONSUMER OFFICE (“RUCO”)’ 

Q- 

A. 

Q. 
A. 

Have you read the Direct Testimony of Patrick J. Quinn on Behalf of RUCO filed on 

March 16,2012? 

Yes. 

Please summarize your understanding of the RUCO Direct Testimony. 

RUCO represents the residential consumers in Arizona. With that focus, the RUCO 

Direct Testimony is limited to the effects of CenturyLink’s application on Residential 

customers. The five RUCO recommendations are on page 20 of its Direct Testimony. 

* Direct Testimony of Patrick J. Quinn on Behalf of RUCO, March 16,2012 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Will your Rebuttal Testimony respond to the entirety of the RUCO Direct 

Testimony? 

No. Staff‘ Witness Abinah will respond to policy matters. My Rebuttal Testimony will 

focus on key details of the RUCO Direct Testimony that correspond to Staffs analysis. 

What are the key details you reference? 

The analysis approach taken by RUCO Witness Quinn focuses on the existing Price Cap 

Plan3 rather than the specifics of the CenturyLink Application in this matter. 

Why does a discussion and analysis of the existing Price Cap Plan fail to address the 

issues raised by the Company’s application? 

CenturyLink’s Application asks for certain specific determinations: “( 1) for a 

determination pursuant to A.C.C. R14-2-1108 that all Commission-regulated retail local 

exchange services CenturyLink provides are competitive telecommunications services,” 

and (2) for a determination pursuant to A.R.S. §40-281(E) that certain of the retail services 

CenturyLink provides are not essential or integral to the public service and shall not be 

regulated by the Commission.” The CenturyLink Application ends by acknowledging that 

its Application will have consequences for the Price Cap Plan and, therefore asks that the 

Commission vacate the order establishing the Revised Price Cap Plan in favor of the 

precompetitive actions described above. CenturyLink further acknowledges that, while 

this proceeding is underway, CenturyLink will continue to operate under the Revised Price 

cap 

In the Matter of Qwest Corporation‘s Filing of Renewed Price Regulation Plan; T-0105 1B-03-0454, Decision 

Page 12 
68604. 
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Witness Quinn states at page 4 of his testimony, “I will include RUCO’s recommendation 

of whether CenturyLink used the proper methods in determining whether certain 

residential services should be reclassified to competitive Basket 3 . . .”. This statement 

reflects a fundamental disagreement with CenturyLink’s application. CenturyLink’s 

Application contemplates that, if the Commission approves its request, the Price Cap Plan 

would be terminated. 

To further elaborate, the CenturyLink Application requests competitive classification 

pursuant to R14-2-1108 of services in Attachment A and deregulation of services in 

Attachment B, later revised in CenturyLink Witness Brigharn’s Direct Testimony. 

CenturyLink did not request reclassification of services and associated movement of those 

services to different Baskets of the Price Cap Plan. 

Q. 

A. 

Q. 
A. 

How does RUCO’s discussion of Price Cap Plan baskets overlook an important 

aspect of this Application? 

As already statcd, at page 5, line 12, RUCO Witness Quinn describes CenturyLink’s 

Application as a request to move Basket 1 and 2 residential services into Basket 3. 

CenturyLink’s Application asks the Commission to vacate the Price Cap Plan at the end of 

this proceeding, not revise the Price Cap Plan. 

Are there others areas of RUCO’s testimony that address this point? 

Yes, at page 20 of Mr. Quinn’s testimony, he recommends that the Commission require 

CenturyLink to make a filing in a year to “wrap up the Price Cap Plan”. He does not 

provide further elaboration on this recommendation. In addition, Mr. Quinn recommends 

that the Commission require CenturyLink to make a filing under R14-2-1110 within one 

year. Mr. Quinn appears to be recommending competitive classification of residential 
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services with safeguards, but then suggests that any rate flexibility associated with this 

classification would not be implemented for a year. In Staff’s opinion, it is a better option 

to simply replace the Price Cap Flan at this time if significant reclassifications of services 

are implemented. 

Q* 

A. 

Q. 
A. 

Are there other key details in the RUCO Direct Testimony that you would like to 

discuss? 

Yes. RUCO’s Direct Testimony does not utilize the standard for deregulating services 

contained in A.R.S. 5 40-281(E) which states as follows: 

When the commission determines after notice and hearing that any 
product or service of a telecommunications corporation is netiher essential 
nor integral to the public service rendered by such corporation, it shall 
declare that such product or service is not subject to regulation by the 
commission. 

Mr. Quinn, in his Direct Testimony does not address this standard. 

Why is this subject a key detail? 

RUCO Witness Quinn states that he “only analyzed” the effects of deregulation on two 

residential services’ identified in Attachment B of CenturyLink’s Application and Direct 

Testimony. He states at page 18 of his testimony that CenturyLink has requested 

deregulation of many business services but only 19 residential services. Of the 19 

residential services, only two services are of concern to him because of the number of 

residential customers involved. The two services that he has concerns with are packages 

that deal with residential customers and that are currently in Basket 3. I believe that his 

analysis should have also addressed the standard contained in A.R.S. 4 40-281(E). 

Home Phone Package, C5.9.1; Obsolete Basic Exchange Package, C105.9.1. 5 
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Furthermore, RUCO’s Direct Testimony contains no analysis on the other 17 residential 

services, yet recommends deregulation approval of the “residential services as shown in 

Revised Attachment B”. In my opinion, any analysis of deregulation of services should 

address the standard set forth in A.R.S. 3 340-218(E). 

Q* 

A. 

Q. 

A. 

Are there other key details in the RUCO Direct Testimony that you would like to 

discuss? 

Yes. The concept of rate deaveraging is fundamental to the RUCO Direct Testimony. 

The subject is an important policy matter that will be addressed in the Rebuttal Testimony 

of Staff Witness Abinah. 

Are there other key details in the RUCO Direct Testimony that you would like to 

discuss? 

Yes. The RUCO Direct Testimony, while suggesting that CenturqZink obtain 

Competitive Classification for residential access line services with safeguards, also 

suggests some problems or shortcomings with the supporting analysis performed by 

CenturyLink. Mr. Quinn notes that CenturyLink admits that not all customers have 

competitive options. He also notes at page 10 of his testimony that “CenturyLink has 

utilized the high degree of competition statewide to reach a broad and sweeping 

conclusion that competition must exist in every wire center even in the lower density 

areas.” Finally, he finds fault with CenturyLink’s failure to analyze the degree of 

competitiveness on a service by service and wire center by wire center basis. He 

concluded by saying that CenturyLink has performed a very limited service by service 

analysis. 
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Q. 
A. 

Q. 

A. 

What is your response to Mr. Quinn’s comments? 

Staff generally agrees with the statement, “CenturyLink has utilized the high degree of 

competition statewide to reach a broad and sweeping conclusion that competition must 

exist in every wire center even in the lower density areas.” Staff also agrees that, in order 

to address the potential effects of CenturyLink’s Application on residential ratepayers in 

lower density areas, the analysis needs to be broken down on a service by service, wire 

center by wire center basis. Mr. Quinn’s Statement that CenturyLink has performed a very 

limited service by service or wire center by wire center analysis is correct as is his 

observation that CenturyLink’s analysis is limited even for the large services like basic 

residential voice service.6 

All of this discussion by Mr. Quinn supports Staff Witness Abinah’s Direct Testimony for 

a transitional approach to competitive classification with safeguards for a three year 

period. 

Are there specific details in the RUCO Direct Testimony pertaining to the 

Competitive classification analysis to which Staff responds? 

Yes. The subject of geographic power was raised by DoDIFEA. The subject is also 

indirectly addressed by RUCO Witness Quinn when he states “cable companies overlap 

the majority of CenturyLink’s service territory covering 88% of their wire centers 

according to Mr. Brigham’s te~timony.’’~ The statement, taken literally, suggests that 

cable companies compete everywhere in the 88% area referenced by RUCO Witness 

Quinn. In fact, not even CenturyLink serves 100% of the areas within its wire centers. 

Direct Testimony of Patrick J. Quinn on Behalf of RUCO, March 16,2012, page 1 1 .  
Direct Testimony of Patrick J. Quinn on Behalf of RUCO, March 16,2012, page 8. 
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Neither CenturyLink nor Cox Arizona Telecom, LLC (“Cox”) serves 100% of the areas 

within wire centers. Cox is known, for example, to serve Master Planned Communities 

not served by CenturyLink. The opposite may also be true. It is therefore unclear how 

much the ‘88%’ area referenced by the RUCO and CenturyLink witnesses is actually 

served by cable companies and how much of the wire center areas actually served by cable 

companies are actually served by CenturyLink itself. Nor can ubiquitous coverage be 

assumed for Wireless providers since signal strengths vary for a multitude of 

technological and environmental reasons. Mr. Quinn acknowledges that, while 

CenturyLink relies in part on the number and presence of competitive service providers by 

wire centers, this is not actual competition or market share. He also states at page 10 of 

his testimony that it “is unclear whether the competition claimed by CenturyLink in some 

areas outside of the major metro areas is for business customers, residential customers or 

both.” 

Again, all of these shortcomings discussed in Mr. Quinn’s testimony, are reasons for the 

cautious approach taken by Staff in the recommendations stated in Staff Witness Abinah’s 

Direct Testimony. 

Q- 
A. 

Are wire center boundaries always clearly understood? 

No. A wire center is defined by geographic coordinate boundaries to be mapped and 

facilities to be accurately placed. However, such definitions are not physical barriers and 

have become blurred by the introduction of new services over time. Services provided by 

central offices in wire centers can extend beyond geographic wire center boundaries, 

adding confusion when correlating customer and service information with wire centers. 

For example, Foreign Exchange’ (“FX”) Service (Q6.2.6) and Market Expansion Line’ 

* 46.2.6 - Foreign Exchange (FX) Service provides dial tone from a wire center in an exchange fiom which the 
customer isnot normally served. 
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(“MEL”) Service (45.4.4) extend outside wire center boundaries. Someone in Flagstaff, 

for example, could have FX service from a wire center in metro Phoenix. MEL service 

provides the end-user a local telephone number without having a physical location within 

the wire center providing the MEL service. It is possible for someone in Prescott to use 

MEL service provided in a metro Phoenix wire center and have calls forwarded to 

Prescott. 

Both services illustrate how the product power of services can modify geographic power 

by extending beyond commonly understood wire center boundaries. 

Q. 

A. 

Given all of the concerns Mr. Quinn identified with CenturyLink’s analysis, were 

you surprised that he recommended full Competitive classification at this time for 

residential services? 

Yes. While he appears to be recommending competitive classification with safeguards 

(since he acknowledges that not all areas are competitive) he also suggests at page 17 of 

his testimony that a way should be found to remove the “non-competitive” classification 

from areas that become Competitive. Here, he appears to be saying that a portion of 

CenturyLink’s service territory would still be classified as “non-competitive”. This 

appears inconsistent with his recommendation to classify services as fully competitive. 

This inconsistency is magnified by his recommendation on page 17 of his testimony that 

“[a] method also needs to be developed to allow CentryLink [sp.] to demonstrate that 

competitive alternatives exist in an area and the safeguards can be removed.” 

45.4.4 - Market Expansion Line is a service that routes all incoming calls to another customer- selected telephone 
number in the local calling area or a distant exchange. 
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Q. If CenhryLink receives Competitive classification of its services, should this affect 

its quality of services or responsibilities? 

No. A determination in this proceeding should not change CenturyLink‘s Incumbent 

Local Exchange Carrier (“ILEC”) quality of service responsibilities or requirements. 

A. 

SUMMARY AND CONCLUSIONS 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Does Staff have revisions to its Direct Testimony? 

Yes. Staff is revising the Herfindahl-Hirschman Index (‘“HI”) ranges referenced on 

page 12, footnote 13 and used in my Direct Testimony. The most recent HHI ranges are 0 

- 1500 (Unconcentrated Markets), 1500 - 2500 (Moderately Concentrated Markets), and 

2500 - 10000 (Highly Concentrated Markets).” 

Do the revised HHI ranges change Staff’s analysis or recommendations? 

NO. 

Are the revised HHI ranges of any relevance? 

Yes. The ranges add support for the policy recommendations in Staff Witness Abinah’s 

Direct Testimony. Despite market share and HHI analysis that Residential, Small 

Business and Medium Business markets are not sufficiently competitive for 

reclassification pursuant to Rule 1108, policy recommendations in Staff Witness Abinah’s 

Direct Testimony are intended to provide increased tariff flexibility for CentwyLink while 

providing safeguards for Arizona end-users. The revised HHI ranges support Staffs 

position that strict, rigid application of either market share or HHI analysis is not 

warranted. While these factors were considered in Staff‘s analysis, they alone do not 

provide the basis for Staffs recommendations. 

lo Horizontal Merger Guidelines, U.S. Department of Justice and the Federal Trade Commission, Issued August 19, 
2010, page 19. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Does Staffs use of the “I require additional clarification? 

Yes. CenturyLink‘s Second Set of Data Requests to Staff, dated April 10,2012, suggests 

disagreement with Sta f f s  use of the HHI that warrants additional discussion. 

Is the HHI controversial? 

No. The “I has been in use since at least 1982 by the Department of Justice to measure 

market concentration for purposes of antitrust enforcement. 

Is it inappropriate to use the HHI in matters that do not pertain to antitrust 

enforcement? 

No. What is relevant and appropriate is that HHI is a “measure of market concentration”. 

Has Staff used the HHI in other proceedings? 

Yes. The HHI was used by Staff in Qwest’s application for approval of its Renewed Price 

Regulation Plan. (See the Direct Testimony filed on November 18, 2004, by Staff 

Witnesses Matthew Rowel1 and Armando Fimbres, in the matter of Qwest Corporation ‘s 

filing of Renewed Price Regulation Plan (“AFOR’ or “Price Cap Plan”), T-01051B-03- 

0454.) 

Has RUCO used the HHI in any proceedings? 

Yes. RUCO Witness Ben Johnson, Ph.D. used the HHI in the same Price Cap Plan 

proceeding in Direct Testimony filed on November 18,2004. 
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Q. 

A. 

Q. 

A. 

What was the reasoning presented by RUCO Witness Johnson ,Jr the use of "I on 

behalf of RUCO? 

RUCO Witness Johnson stated, "The HHI also provides useful insight into market 

structure and market power. Economists use this statistic because it reflects the well- 

established fact that where industry sales are highly concentrated in a small number of 

fms ,  the largest firms tend to have market power, and market results tend to deviate 

greatly from the purely competitive benchmark."12 

Did RUCO Witness Johnson elaborate on the appropriateness of "I on behalf of 

RUCO? 

Yes. He stated "The HHI has long been used by the Department of Justice (DOJ), the 

Federal Trade Commission (FTC), and others involved in analyzing antitrust and other 

market structure issues from a public policy perspective. For example, the Merger 

Guidelines adopted by DOJ specify that: I )  "Is below 1,000 indicate that the market is 

"unconcentrated"; 2) HHIs between 1,000 and 1,800 indicate that the market is 

"moderately concentrated"; and 3) "Is above 1,800 indicate the market is "highly 

concentrated," as indicated on illustrative Graph 3. [ 1997 Horizontal Merger Guidelines, 

3 1.5 11 Where a high HHI is present, or a merger would significantly increase the ""1, 

DOJ is less likely to approve a proposed merger or acquisition . . . Not only does the HHI 

provide a sound basis of judging where a market stands on the continuum from pure 

competition to pure monopoly, it is particularly usehl because it captures in a single 

number the extent to which sales are concentrated in a small number of firms as well as 

the distribution of market shares across multiple firms." 

l2 Direct Testimony of Ben Johnson, Ph.D., In the Matter of Qwest Corporation 's Filing of Renewed Price 
Regulation Plan ("AFOR" or "Price Cap Plan"), T-01051B-03-0454, November 18,2004, page 154 
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Q. 

A. 

Q* 
A. 

Q. 

A. 

Q. 
A. 

Q- 
A. 

Are the Horizontal Merger Guidelines referenced by DoD/J?EA Witness Ankum the 

same guidelines referenced in DoDmEA’s Direct Testimony in this matter? 

Yes. DoDEEA Witness Ankum references the document at eight (8) points in his Direct 

Testimony beginning at page 21 when he discusses how market power has been analyzed 

by the Federal Trade Commission (“FTC”) and Department of Justice (“DOJ”). 

Are market power and use of the “I completely separate subjects? 

No. The discussion on market power is woven into the discussion of HHI in Section 5.3 - 

Market Concentration - of the Horizontal Merger Guidelines document referenced by 

DoD/FEA. 

What was the position of Qwest Corporation, now CenturyLink, regarding the use of 

HHI in the Price Cap Plan? 

Qwest objected to the use of HHI. 

How was the Price Cap issue resolved? 

The issue of HHI pertained to Staff and RUCO’s analysis related to a request for 

Competitive Zones by Qwest and was resolved in Section 26 of the Settlement 

Agreement: “Qwest shall withdraw its proposal for competitive zones in Arizona. Qwest 

further agrees that it will not renew its request for competitive zones during the terni of the 

Renewed Price Cap Plan.” 

Does the Federal Communications Commission (((FCC”) make use of the HHI? 

Yes. Numerous FCC documents reference the HHI. A simple search at the FCC home 

page l 3  revealed 70 documents that discuss use of the HHI. The HHI has, for example 

13 http :f/www.fcc.govf 
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been used repeatedly in the FCC’s fifteen Wireless Competition Reports. In a November 

3, 201 1 release seeking comments on the state of mobile wireless c~mpetition,’~ the FCC 

states, “In the Fifteenth Report [June 27, 201 13, as in previous Competition Reports, the 

Commission analyzed horizontal concentration in the mobile wireless industry by 

calculating the Herfindahl-Hirschman Index (”I) for each Economic Area (EA) in the 

United States and determining an average HHI, weighted by EA population, for the entire 

country.” 

Q. 
A. 

Q. 
A. 

Does Staff continue to support use of the “I? 

Yes. Staff supports use of the MI without rigid application of thresholds as a means of 

adding valuable understanding of the competitive environment in the markets affected by 

CenturyLink’ s application. 

Does this conclude your Rebuttal Testimony? 

Yes. 

l4 WIRELESS TELECOMMUNICATIONS BUREAU SEEKS COMMENT ON 
THE STATE OF MOBILE WIEELESS COMPETITION, WT Docket No. 11-186, DA 11-1856, November 3,201 1, 
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EXECUTIVE SUMMARY 
QWEST CORPORATION DBA CENTURYLINK-QC 

DOCKET NO. T-01051B-11-0378 

Staff recommends the following: 

Residential, Small and Medium Business Markets: 

A. 

B. 

C. 

D. 

E. 

F. 

G. 

H. 

F. 

That CenturyLink’s services provided to Residential, Small Business and Medium 
Business be classified as Emerging Competitive, 

That CenturyLink be authorized to establish maximum rates that are 125 percent of the 
current actual rates for services provided to Residential customers over a thee  year 
period from the date of the Commission’s decision approving maximum rates for 
Consumer services. 

That the rates that are actually charged to Residential or Consumer customers increase by 
no more than 10 percent annually. 

That CenturyLink be authorized to establish maximum rates that are 130 percent of the 
current actual rates for services provided to Small and Medium Business customers over 
a three year period from the date of the Commission’s Decision approving maximum 
rates for these services, 

That the rates that are actually charged to Small and Medium business customers increase 
by no more than 15 percent annually, 

That after the Commission issues its Decision in this matter, CenturyLink shall be 
required to give its customers notice of any subsequent filing to set maximum rates 
consistent with the Commission’s decision for Residential, Small, Medium and Large 
Business customers. 

The notice shall be approved by the Administrative Law Judge and shall inform 
customers that they have an opportunity to provide comment or request a hearing on the 
proposed maximum rates for the Commission’s consideration, 

That CenturyLink may not file a request to increase maximum rates established by the 
Commission in this Decision until the expiration of a 30 month period from the date of 
the Commission’s Decision approving maximum rates for services provided to 
Residential and Small and Medium Business customers as recommended by Staff in this 
Decision. 

That any telecommunications service classified by the Commission as emerging 
competitive may subsequently be reclassified as noncompetitive after due process if the 
Commission determines that reclassification would protect the public interest. 



Large 01- Enter9ris.e Business Services 

I. That services provided to Large Business be classified as competitive, and as such, 
CenturyLink shall file an application, by December 31, 2012, for maximum rates under 
A.A.C R14-2-1110, and file tariffs for any requested current rate change, 

J. That classification of CenturyLink’s services as “emerging competitive” and 
“competitive” shall relieve the Company of the obligation to file an application pursuant 
to A.A.C. R14-2-103 for services provided to Residential, Small, Medium and Large 
Business customers unless the Commission reclassifies these services as non-competitive. 

Wxolesale Services 

K. That ‘Wholesale Services continue to be treated under the same terms and conditions as 
they are currently treated as Basket 4 Services in the Renewed Price Cap Plan. Prices 
will be capped at the tariffed or contract price levels for the term of the 2012 
CenturyLink Regulatory Plan, or until contracts are renegotiated, or the Feder7.l 
Communications Commission, the Commission or the courts determine that other prices 
are appropriate, 

Dereguluted Services 

L. That the services listed in Staff Witness Armando Fimbres’ Exhibits 3 and 4 be found to 
be neither essential nor integral to the public service provided by CenturyLink and that 
they are henceforth deregulated, 

Miscellaneous 

M. That CenturyLink file annually, beginning September 1, 2013, a report that describes 
how and whether the 2012 CenturyLink Emerging Competitive and Competitive 
Classification is functioning as expected and if CenturyLink believes such classification 
is in the public interest, and 

K. That at any time, the Commission may open a proceeding lo suspend, terminate or 
modify the 2012 CenturyLink Regulatory Plan if it determines that such action is 
required to ensure protection of the public interest. 
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INTRODUCTION 

Elijah Abinah 
B-11-0378 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is Elijah Abinah. 

Phoenix, Arizona 85007. 

My business address is 1200 West Washington Street, 

Where are you employed and in what capacity? 

I am employed by the Arizona Corporation Commission (“ACC” or “Commission”) of the 

Utilities Division (“Staff’) as the Assistant Director, 
I 

How long have you been employed with the Utilities Division? 

I have been employed with the Utilities Division since January 2003. 

Please describe your educational background and professional experience. 

I received a Bachelor of Science degree in Accounting from the University of Central 

Oklahoma in Edmond, Oklahoma. I also received a Master of Management degree from 

Southern Nazarene University in Bethany, Oklahoma. Prior to my employment with the 

ACC, I was employed by the Oklahoma Corporation Commission for approximately eight 

and a half years in various capacities in the Telecommunications Division. 

What are your current responsibilities? 

As the Assistant Director, I review submissions that are filed with the Commission and 

make policy recommendations to the Director regarding those filings. 

Have you previously submitted testimony before the Commission? 

Yes. 
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BACKGROUND 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What is the purpose of your testimony? 

The purpose of my testimony is to provide Staffs positions regarding Qwest Corporation 

dba CenturyLink-QC’s (“Qwest” or “CentuyLink” or “Company”) Application from a 

policy perspective. I will address the changes that have occurred in the 

telecommunications industry, the customer notification that has taken place and the 

benefits to the customer of Staffs recommendations. In addition, my testimony will 

address certain policy issues that arose during Staffs review and analysis of the 

application. 

What is CenturyLink requesting in its Application? 

In its application, CenturyLink asks the Commission to determine that all of its 

Commission-regulated retail services be classified as competitive pursuant to Arizona 

Administrative Code (‘‘A.A.C.’y) R14-2-1108 and for a determination, pursuant to Arizona 

Revised Statutes (“A.R.S.”) §40-281(E). that certain of its retail services are neither 

essential nor integral to the public service provided and should no longer be regulated by 

the Commission. 

Are other witnesses presenting testimony in this proceeding on behalf of Staff? 

Yes. Staff witness Armando Fimbres has also filed testimony in this matter. His 

testimony addresses the technical analyses that were performed and the results of those 

analyses. 
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COMMISSION RESPONSE TO CHANGES IN THE TELECOMMUNICATIONS 

INDUSTRY 

Q- 

A. 

Q- 
A. 

Q- 
A. 

When did the Commission first transition from traditional rate base rate of return 

regulation for CenturyLink? 

The Commission first began its move away from traditional rate base rate of return 

(“RoR”) regulation for CenturyLink with its approval of the Price Cap Plan for Qwest in 

Decision No, 63487, dated March 30,2001. In that decision, the Commission approved a 

Settlement Agreement that resulted in implementation of a Price Cap Plan. 

What reasons did Staff give for implementing the Price Cap Plan. 

In its Price Cap Regulation Testimony, Staff Consultant Harry M. Shooshan stated that the 

Price Cap Plan would achieve many of the same objectives as traditional regulation. The 

price Cap Plan relies on direct regulation of prices, has the beneficial effect of providing 

Qwest with the incentives to become more efficient and more innovative, and to make 

new investments more rapidly. Staff further testified that in all of these respects, price cap 

regulation more closely mirrors the effects of a fully competitive market which should be 

the goal of regulation.’ 

Could you highlight the components of that Plan? 

The Price Cap Plan divided Qwest’s services into “baskets”. Basket 1 consisted of Basic/ 

Essential Non-competitive Services, such as basic residential service and basic business 

service, among others. Basket 2 consisted of wholesale services, and Basket 3 consisted 

of flexibly-priced “competitive” services. The Settlement Agreement provided that the 

Testimony of Harry M. Shooshan In Support Oithe Proposed Settlement Agreement, In The Matter Ojthe 1 

Application Of U S West Communications, Inc. A Colorado Corporation, For A Hearing To Determine The Earnings 
Of The Compaiv, The Fair Value Of The Company For Ratemaking Purposes, To Fix A Just And Reasonable Rate 
Of Return Thereon And To Approve Rate Schedules Designed To Develop Such Return. October 27,2000, Page 2,  
Lines 2 - 7. 
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revenue requirement would be recovered through decreases in rates for services in Basket 

1 amounting to a total reduction of $14.4 million and the opportunity to recover $42.7 

million from the flexibly priced competitive services in Basket 3. Qwest and Staff also 

agreed that rates for Intrastate Switched Access Service, part of Basket 2, would be 

reduced by $5 million in each year of the Plan. Revenues from Basket 3 services were 

allowed to increase by $5 million in each year of the Plan to correspond to the reduction in 

access revenues. The Price Cap Plan provided that Basket 1 Services would be capped 

and subject to an "Inflation minus Productivity" indexing mechanism, i.e. when 

productivity exceeded inflation, rates for Basket 1 Services would decrease. The 

Productivity Factor for the initial term of the Plan was 4.2 percent, which includes a 0.5 

percent consumer dividend. 

Q. 
A. 

Q. 
A. 

Have any changes to that Price Cap Plan been made by the Commission? 

Yes. In the Decision No. 68604, dated March 23, 2006, the Commission approved the 

Renewed Price Cap Plan. 

Could you briefly describe the Renewed Price Cap Plan? 

The Renewed Price Cap Plan was changed to consist of three retail baskets and one 

wholesale basket. Basket 1 consists of Hard-Capped Retail Services whose prices may 

not be increased while the Renewed Price Cap Plan is in effect. These prices are 

described as "hard-capped." The Basket 1 prices for services are hard-capped at their then 

existing price levels for the duration of the Renewed Price Cap Plan, and until the 

Commission approves a new or modified Plan or terminates the existing Plan. The 

existing Price Cap Plan productivity/inflation indexing mechanism for Basket 1 was 

eliminated in the Renewed Price Cap Plan. Qwest agreed to implement, as part of the 
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Renewed Price Cap Plan, certain consumer benefits in lieu of the productivityhflation 

indexing mechanism. 

Basket 2 consists of Limited Pricing Flexibility Retail Services. Increases in individual 

service prices for Basket 2 services may not exceed 25 percent in any 12 month period. 

Qwest submits information with each price change which demonstrates that overall Basket 

revenue changes caused by price changes, at then current sales volume levels, do not 

exceed the allowed revenue increase amounts provided for in the Settlement Agreement. 

Specifically, the additional revenue level for purposes of increased prices in Basket 2 is 

capped at $ 13.8 Million, for the term of the Renewed Price Cap Plan and until such time 

as the Commission approves a new or revised Price Cap Plan, or terminates the Renewed 

Price Cap Plan. For the full first year of the Renewed Price Cap Plan, however, Qwest 

was to subkact the $12 Million from the allowed revenue increase in Basket 2. 

Basket 3 consists of Flexibly-Priced Competitive Services. Qwest submits information 

with each price change which demonstrates that overall Basket revenue changes caused by 

price changes, at then current sales volume levels, do not exceed the allowed revenue 

increase amounts provided for in the Settlement Agreement. Specifically, the additional 

revenue level for purposes of limiting price increases in Basket 3 shall be capped at $30.0 

Million plus the remainder of the $13.8 Million not used for Basket 2 for the term of the 

Renewed Price Cap Plan, and until such time as the Commission approves a new or 

revised Price Cap Plan, or terminates the Renewed Price Cap Plan. 

Basket 4 of the Renewed Price Cap Plan consists of Wholesale Services. Wholesale 

Service prices are capped at the tariffed or contract price levels for the term of the 

Renewed Price Cap Plan, or until contracts are renegotiated, or the Federal 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Direct Testimony of Elijah Abinah 
Docket No. T-01051B-11-0378 
Page 6 

Communications Commission, the Commission or the courts determine that other prices 

are appropriate. 

Q. 

A. 

Q- 

A. 

Had there been any changes in the telecommunications industry that justified the 

changes to the Price Cap Plan? 

Yes. There were a number of changes in the telecommunications industry put forth by the 

parties to the case to support revisions to the 2001 Price Cap Plan. 

Have there been changes in the telecom market in Arizona that suggest that the 

parameters of regulation for CenturyLink should be further revised? 

Yes. Between the time that the Commission approved the Renewed Price Cap Plan and 

today, customers have continued to take advantage of the telecom services provided by 

carriers other than CenturyLink. Cox Arizona Telcom, L.L.C.’s (“Cox’s”) share of the 

local exchange market where it operates has grown. Even though Cox’s share has grown, 

the growth in wireline access lines has declined dramatically, which suggest that the 

substitution of wireline service with wireless service, cable company and internet-based 

services is growing. 

THE APPLICATION 

Q. 

A. Yes. 

Have you reviewed the Application tha is the subject of this proceeding 

Q. Are you familiar with Arizona Administrative Code R14-2-1108 as it relates to the 

requirements for a determination that a services should be classified as competitive? 

A. Yes. 
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a. 

A. 

Q* 

A. 

Q. 

A. 

Q. 

A. 

Have you reviewed Mr. Brigbam’s (“the Company Witness’s”) Testimony as 1 C  

relates to CenturyLink’s request to classify services as competitive? 

Yes, 1 have. 

Does Staff agree with the Mr. Brigham’s testimony as it relates to the classification of 

all of CenturyLink’s services as competitive? 

No. 

What does Staff believe is the appropriate analysis to uses in determining whether a 

service should be classified as competitive pursuant to the Commission’s Competitive 

Telecommunications Services Rule A.A.C. R14-2-1108? 

Staff believes that it is appropriate to perform an analysis that allows decision makers to 

assess the level of competition that exists in a market for a service. A market that has it 

numerous providers in all areas of the state justifies one level of pricing flexibility. 

However, a market for an essential service that has few competitors requires price 

limitations. 

What was Staffs approach to the analysis of the request for competitive service 

classification? 

The analysis that Staff under took looked not only at the competitive alternatives that are 

available to customers in CenturyLink’s service area but also at the alternatives that are 

available to customers by class of customer and by geographic area. It is clear that certain 

services are provided primarily to certain classes of customer, and that other services are 

provided to all classes of customers. In addition, services that are readily available from 

alternative sources of providers for one class of customers are not readily available to 

other classes of customers. Using the results of the analyses conducted by Mr. Fimbres, 
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Staff concluded that certain services could not be classified as competitive for all classes 

of customers, however, they could be classified as competitive for a subset of customers. 

By classifying the subset of customers as competitive, CenturyLink will be able to 

compete in the market on the same basis as other providers, while at the same time 

providing some higher level of Commission oversight for services for which customers 

have few, if any, alternatives. 

Q- 

A. 

Does Staff agree that all of CenturyLink’s retail services should be classified as 

competitive as requested? 

For reasons that are more fully explained in the testimony of Staff Witness Fimbres, Staff 

does not agree. Staff conducted an analysis that looked comprehensively at the services 

provided by CenturyLink and the alternatives available to customers located throughout 

CenturyLink’s service territory and concluded that Staff cannot support statewide 

competitive classification for services provided to Residential or Small and Medium 

Business customers. Staff does not believe that the alternatives available to these 

customers are robust enough to justify competitive services classification. As more fully 

described in Mr. Fimbres’ Testimony, these markets are Highly Concentrated under the 

HerfindahLHirschman Index (“HHI’) and the alternatives available to customers are not 

available to all customers across the State. Staff does believe, however, that services 

provided to Enterprise or Large Business customers are sufficiently competitive to 

conclude that the services should be classified as competitive. That market is not Highly 

Concentrated and the Enterprise or Large Business customers have a number of 

alternatives available in Arizona. 

. 
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Q* 

A. 

Q. 

A. 

What conclusions has Staff reached as a result of its analysis of CenturyLink’s 

request to classify all of its services as Competitive? 

StafY cannot support statewide competitive classification for services provided to 

Residential or Small and Medium Business customers. That analysis and discussion is 

provided in Mr. Fimbres’ Testimony. In those areas where Cox or another cable company 

provides service, there is an alternative provider of wireline service, but the market is 

Highly Concentrated. Essentially, CenturyLink, Cox and, to some extent, wireless and 

YoIP companies are alternative providers of service. 

Staff is able to support statewide competitive classification of services offered to Large 

Business or Enterprise customers. The supporting information is provided in Mr. 

Fimbres’ Testimony. The results of the analysis indicate that the market for services 

provided to this category of customers should be classified as competitive and that 

CenturyLink is not the dominant player in this market. 

Do you agree that the services that CenturyLink has identified should be 

deregulated? 

No. Again, for reasons that are more fully explained in the testimony of Staff Witness 

Fimbres, Staff does not agree. Staff conducted an analysis that looked comprehensively at 

the services provided by CenturyLink, to evaluate the extent to which the service are 

neither essential nor integral to the public service provided by CenturyLink. Staffs 

analysis resulted in a recommendation that only the services listed in Staff Witness 

Armando Fimbres’ Exhibits 3 and 4 should be found to be neither essential nor integral to 

the public service provided by CenturyLink and that they not be subject to regulation by 

the Commission. 
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Q. 

A. 

Q* 
A,. 

Q* 

A. 

What does Staff believe is the appropriate analysis to use in determining whether a 

service should be deregulated? 

As more fully described in Mr. Fimbres’ Testimony, Staff believes Llat that A.R.S. 40- 

281(E,) contains the appropriate framework for any analysis used to determine whether a 

service should be deregulated. A.R.S. 40-281 (E) states: 

E. When the commission determines after notice and hearing that any 
product or service of a telecommunications corporation is neither 
essential nor integral to the public service rendered bv su& 
corporation, it shall declare that such product or service is not subject 
to regulation by the commission. (Emphasis added.) 

What is Staff interpretation of the test that is required as a result of this statute? 

Staff believes that if a service is not essential to the public services rendered and is net 

integral to the public service, it should be declared to be deregulated. 

Were there any other factors that were considered in making a determination as to 

whether to recommend that services be deregulated? 

Yes. In its analysis, Staff considered the following: 

a) Whether the service is public health and safety related (whether 
public health and safety would be adversely affected if the service 
were to be deregulated.), 
The number of customers subscribing to the service, and 
The size of the customers subscribing to the service. 

b) 
c) 
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STAFF RECOMMENDATIONS 

Q* 

A. 

Q. 

A. 

Since Staff cannot support statewide Competitive Classification for services provided 

to Residential or Small and Medium Business customers, what does Staff recommend 

to the Commission on how these services should be treated in the future? 

Staff recognizes that CenturyLink needs to be able react to what competition exists in the 

market for these customer segments. However, because the market is Highly 

Concentrated and because the market for residential or small and medium business wire 

line services is essentially a duopoly, Staff recommends that CenturyLink be given 

additional pricing flexibility with limits on its ability to raise prices. Staff recommends 

that the Commission categorize these services as called “Emerging Competitive Services” 

which would be made up of services provided to Residential or Small and Medium 

business across the State. To affect a gradual transition to a fully competitive 

environment, Staff recommends that the maximum tariff rates for the services provided to 

Residential or Consumer customers included in this category be no higher than 125 

percent of the current actual rates over a 30 month period from the date the Commission 

approves maximum rates for these services. Staff further recommends that the current 

maximum rates for the services included in this category provided to Small and Medium 

Business customers be no higher than 130 percent of the current actual rates over a 30 

month period from the date the Commission approves maximum rates for these services. 

Does Staff recommend any further limits on CenturyLink’s ability to raise prices for 

Emerging Competitive Services during the term of the 2012 CenturyLink Regulatory 

Plan? 

Yes. Staff further recommends that the rates CenturyLink actually charges to residential 

customers increase by no more than 10 percent annually and that the rates that are actually 
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charged to small and medium business customers increase by no more than 15 percent 

annually. 

Q. 

A. 

Q. 

A. 

What notice to Customers will CenturyLink be required to give customers prior to 

any rate increase? 

In addition to any other requirements, CenturyLink must comply with R14-2-504 which 

requires each utility to make available within 60 days prior to the change, a summary of 

any tariff (rate) changes affecting those customers. 

How did Staff determine the degree of pricing flexibility for the Consumer and Small 

and Medium Business markets? 

Staff believes that the 25% increase for Consumer rates and the 30% increase for Small 

and Medium Business rates over a three year period are reasonable, with the additional 

restriction that rates may not increase more than 10% per year. First, the services at issue 

are recognized to be emerging competitive. Rates for services subject to competition are 

not set according to rate of return regulation. Staff obtained information from 

CenturyLink’s annual report regarding its net book value or fair value rate base and 

revenues. Compared to the rates charged by its competitors, CenturyLink’s Consumer 

rates, even with a 25% increase, are reasonable and comparable to other service providers. 

The same is true for Small and Medium Business rates. Moreover the starting points for 

the increases were rates based upon cost. While CenturyLink’s fair value rate base was 

considered by Staff it was not given substantial weight because of Staff‘s findings that 

these rates are emerging competitive. 
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Q. 

A. 

Q. 
A. 

Does Staff have a recornmenuation regarding revisiting the Class 

Emerging Competitive Services? 

fication of 

Yes. Staff recommends that 30 months fi-om the date of a Commission Decision in this 

matter, CenturyLink be authorized file a request to increase rates for services provided to 

Residential and Small and Medium Business Customers, or to seek competitive 

classifcation. Staff believes that the passage of that time would allow the Commission to 

evaluate the effect of the new classification on CenturyLink’s ability to participate in the 

market, retain to ability to react quickly to market changes and take note of any further 

changes in the market which would suggest that the Commission should classify the 

services as Competitive under Rule 1108. 

What are Staffs recommendations on the classifications of CenturyLink’s services? 

Staff recommends the following: 

Residential, Small and Medium Business Markets: 

1. 

2. 

3 
3. 

4. 

That CenturyLink’s services provided to Residential, Small Business and Medium 
Business be classified as Emerging Competitive, 

That CenturyLink be authorized to establish maximum rates that are 125% of the 
current actual rates for services provided to Residential customers over a three year 
period fi-om the date of the Commission’s decision approving maximum rates for 
Consumer services. That CenturyLink be authorized to establish maximum rates 
that are 130% of the current actual rates for services provided to Small and 
Medium Business customers over a three year period from the date of the 
Commission’s Decision approving maximum rates for these services,, 

That the rates that are actually charged to Residential or Consumer customers 
increase by no more than 10 percent annually, and that the rates that are actually 
charged to Small and Medium business customers increase by no more than 15 
percent annually, 

That after the Commission issues its Decision in this matter, CenturyLink shall be 
required to give its customers notice of any subsequent filing to set maximum rates 
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consistent with the Commission’s decision for Residential, Small, Medium and 
Large Business customers. The notice shall be approved by the Administrative 
Law Judge and shall inform customers that they have an opportunity to provide 
comment or request a hearing on the proposed maximum rates for the 
Commission’s consideration, 

5 .  That CenturyLink may not file a request to increase maximum rates established by 
the Commission until the expiration of a 30 month period from the date of the 
Commission’s Decision approving maximum rates for services provided to 
Residential and Small and Medium Business customers. 

6. That any telecommunications service classified by the Commission as emerging 
competitive may subsequently be reclassified as noncompetitive if the Commission 
determines after due process that reclassification would protect the public interest 

Large or Enterprise Business Services 

7. That services provided to Large Business be classified as competitive, and as such, 
CenturyLink shall file , by December 31, 2012, an application for maximum rates 
under A.A.C R14-2-1110, and file tariffs for any requested current rate change, 

8. That classification of CenturyLink’s services as “emerging competitive” and 
“competitive” shall relieve the Company of the obligation to file an application 
pursuant to A.A.C. R14-2-103 with the request to increase rates for services 
provided to Residential, Small, Medium and Large Business customers unless the 
Commission reclassifies these services as non-competitive. 

Q- 
A. 

Does Staff have any other recommendations relating to these services? 

CenturyLink should be required to file annually, beginning March 30, 2014, a report that 

describes how and whether the classifications and maximum rates eventually established 

by the Commission are working by allowing CenturyLink to compete more effectively in 

the market. The report should also state if and why CenturyLink believes the 

classification and rates remain in the public interest. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Staff further recommends a conc--lm allowing the Commission to open a proceeding to 

suspended, terminate or modified the 2012 CenturyLink Regulatory Plan if it determines 

that such action is required to protect the public interest. 

What are Staff’s recommendations regarding the services now contained in Basket 4 

of the current Price Cap Plan? 

The Wholesale Services category of services should continue to be treated under the same 

terms and conditions as they are currently treated as Basket 4 Services in the Renewed 

Price Cap Plan. Prices will continue to be capped at the tariffed or contract price levels 

for the term of the 2012 CenturyLink Regulatory Plan, or until contracts are renegotiated, 

or the FCC, the Commission or the courts determine that other prices are appropriate, 

What is Staffs conclusion regarding the tests that the Company’s Witness suggests 

are appropriate to determine whether a service ought to be deregulated? 

As discussed in greater detail in Mr. Fimbres’ Testimony, Staff does not agree that the any 

additional tests beyond those contained in A.R.S. 5 40-281 are appropriate. This issue 

will be discussed more in Staffs brief on this matter. 

If the Commission approves Staff’s recommendation to classify 

Enterprise or Large Business 4swbme~ service, will CenturyLink have the ability to 

change prices for these services upon Commission issuance of a decision in this 

matter. 

No. Commission classification of Enterprise services as competitive allows CenturyLink 

to take advantage of streamlined rate increase procedure contained in A.A.C. R14-2-1110 

which provides the following: 



1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
1s 
2c 
21 
22 
23 
24 

25 

2t 

27 

28 

29 

30 

31 

32 

33 

Direct Testimony of Elijah Abinah 
Docket No. T-01051B-11-0378 
Page 16 

R14-2-1110. Competitive Telecommunications Services -- Procedures 
for Rate Change 

A. Telecommunications companies governed by this Article may apply 
to the Commission for an increase in any rate for a competitive 
service using the procedures set forth below. All applications and 
supporting information shall be submitted with 10 copies and filed 
with Docket Control Center. 
In order to increase the maximum tariffed rate for a competitive 
telecommunications service, the applicant shall submit an 
application to the Commission containing the following 
information: 
1. A statement setting forth the reasons for which a rate 

increase is required; 
2. A schedule of current rates and proposed rates and the 

additional revenues to be derived from the proposed rates; 
3. An affidavit verifjmg that appropriate notice of the 

proposed rate increase has been provided to customers of the 
service; 

4. The Commission or staff may request any additional 
information in support of the application. 

The Commission may, at its discretion, act on the requested rate 
increase with or without an evidentiary hearing; in an expeditious 
manner. 

B. 

C. 

Pursuant to A.A.C. R14-2-1110, CenturyLink is required to submit another filing for 

Commission approval if it wants to increase the currently existing maximum rates for any 

of the services that are to be classified as competitive or emerging competitive. For 

emerging competitive services, additional streamlined information will also be requested 

to meet any legal requirements as determined by Staff. 

Q. 
A. 

Does this conclude your Testimony? 

Yes. 
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EXECUTIVE SUMMARY 
QWEST CORPORATION DBA CENTURYLINK-QC 

DOCKET NO. T-01051B-11-0378 

Staffs recommendation would result in a more streamlined form of regulation for 
CenturyLink similar to that applied to other Competitive Local Exchange Caniers. CenturyLink 
would be given pricing flexibility for all services and would no longer be subject to R14-2-103 
filings when it sought a general rate increase in the future. 

Staffs recommendation differs fi-om CenturyLink’s in that Staff proposes a classification 
of Competitive for Enterprise services; but a classification of Emerging Competitive for 
Residential, Small and Medium Business services. The classification of Emerging Competitive 
recognizes that there are different degrees of competition in these markets, ranging from no 
competitive alternatives to few or some competitive alternatives. Emerging Competitive markets 
would be subject to certain safeguards under Staffs recommendation. 

Staff does not agree with several of RUCO witness Q W s  recommendations including, 
(1) the proposal to geographically deaverage Residential rates, (2) to classifiy all Residential 
services as Competitive despite an analysis which expressly finds some markets not to be 
competitive, and (3) to deregulate residential services without having analyzed the factors set 
out in A.R.S. 40-28 1 (E). 

Staffs proposal best balances the interests of the Company and customers in this case 
and is in the public interest. 
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INTRODUCTION 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is Elijah Abinah. 

Phoenix, Arizona 85007. 

My business address is 1200 West Washington Street, 

Where are you employed and in what capacity? 

I am employed by the Arizona Corporation Commission (“ACC” or “Commission”) of the 

Utilities Division (“Staff ’) as the Assistant Director. 

How long have you been employed with the Utilities Division? 

I have been employed with the Utilities Division since January 2003. 

Please describe your educational background and professional experience. 

I received a Bachelor of Science degree in Accounting from the University of Central 

Oklahoma in Edmond, Oklahoma. I also received a Master of Management degree from 

Southern Nazarene University in Bethany, Oklahoma. Prior to my employment with the 

ACC, I was employed by the Oklahoma Corporation Commission for approximately eight 

and a half years in various capacities in the Telecommunications Division. 

What are your current responsibilities? 

As the Assistant Director, I review submissions that are filed with the Commission and 

make policy recommendations to the Director regarding those filings. 

Have you reviewed the testimony filed by other parties in this Docket? 

Yes. 
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BACKGROUND 

Q. 

A. 

What is the purpose of your Rebuttal Testimony? 

The purpose of my testimony is to respond to testimony filed on behalf of the Department 

Of Defense (“DOD”)/Federal Executive Agencies (“FEA”), and on behalf of the 

Residential Utility Consumer Office (,‘RUCO”). In addition, I will also make some 

clarification to Staffs recommendations in Direct Testimony relating to pricing flexibility 

€or Qwest Corporation dba CenturyLink-QC’s (“Qwest” or “CenturyLink” or “Company”) 

Emerging Competitive services. Mr. 

Armando Fimbres will address the technical issues. 

I will limit my response to the policy issues. 

RESPONSE TO DOD/FEA DIRECT TESTIMONY 

Q. 

A. 

Q. 

A. 

Does Staff agree with the statement on page 7 lines 1 through 1 1/2 of the Direct 

Testimony of Mr. August Ankum, which states that “CenturyLink’s Application 

represents a sea change in regulation of telecommunications services in Arizona”? 

Yes. Staff believes that CenturyLink’s requests represent a significant change in the way 

the Company would be regulated by the Commission in the future. Although the 

Company was accorded an Alternative Form of Regulation (“AFOR’) by this 

Commission; under the AFOR, there were revenue caps on the Baskets which were set 

based upon a filing pursuant to Commission Rule R14-2-103. If the Company’s request in 

this case were granted, CenturyLink would be freed of the obligation to have its rates set 

based upon a Rule R14-2-103 filing. 

Has Staff advocated that the Commission require CenturyLink to continue to comply 

with Commission Rule R14-2-103? 

No, Staffs recommendation would also represent a significant change in the way 

CenturyLdnk is regulated in the future. Under Staffs recommendation, CenturyLink 
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would also no longer have its rates set based upon a R14-2-103 filing. Staft‘s 

recommendation in this regard recognizes that while there are different degrees of 

competition in the various markets, there is some competition in most markets. Under 

Staffs recommendation, a more stream-lined procedure would apply to CenturyLink, 

similar to what applies to other competitive local exchange carriers. Staff‘s 

recommendation differs from CenturyLink’s position in that Residential, Small and 

Medium Business services would be classified as Emerging Competitive in recognition 

that portions of these markets are without competitive alternatives at this time or have 

very few competitive alternatives available. 

Q. 
A. 

Q. 

A. 

Does Staff disagree with the overall recommendations put forth by DOD/FEA? 

Yes. Staff disagrees with the overall recommendation set forth on page 9, lines 3 through 

8. 

Can you please briefly explain why Staff disagrees with DOD/FEA’s overall 

recommendation? 

Yes. Staff agrees with DOD/FEA that since the passage of the Telecom Act of 1996, the 

telecommunications market has evolved. That is one of the rationales behind Staffs 

recommendation. However, based on Staffs analysis, which was discussed in Mr. 

Fimbres’ testimony, Staff came to a conclusion different from that of the DOD. Based on 

those analyses, Staff believes that sufficient competition exists as it relates to Enterprise 

and Large Business services to classify them as competitive pursuant to Rule 1108, while 

sufficient competition does not exist for Small and Medium Business services and, to 

some extent, based on the geographical location, sufficient competition does not exist in 

the Residential service market. 
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Q* 
A. 

Q. 

A. 

Q. 
A. 

What was Staffs rationale for its recommendation? 

Staff believes that the Company is entitled to a more streamlined form regulation in 

markets where the requirements of R14-2-1108 are met. In other markets, where the 

requirements of R14-2-1108 are not entirely met at this time, Staff has recommended that 

the Company still receive pricing flexibility and a more streamlined form of regulation, 

but subject io certain safeguards. Staff believes the Commission should proceed 

cautiously when transitioning from the current regulatory regime where CenturyLink is 

regulated under a Price Cap Plan to the regulatory regime proposed by the Company 

which would result in termination of the Price Cap Plan and the Company instead having 

the ability to price services within a range of rates established by the Commission, 

especially in less competitive markets. 

Did Staff consider different factors in arriving at Staffs recommendation 

recommendation on page 9, lines 3 through 4, wherein Staff stated that it cannot 

support statewide Competitive classification for services provided to Residential or 

Small and Medium business? 

Yes, based on the anaIysis performed and provided in Mr. Fimbres’ testimony, and policy 

reasons, Staff could not suppodrecommend fully Competitive classification for 

Residential or Small and Medium Business services. 

What is Staffs role when making recommendations to the Commission? 

Staff‘s role is to balance the interests of the Company, ratepayers and the stakeholders. In 

doing so, Staff takes into consideration many factors. One of those factors is the public 

interest in addition to various regulatory analyses. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

Based on the analyses b&scribet,. in Ir. Fimbres’ testimony, could Staff have made a 

different recommendation as it relates to Residential, Small and Medium Business? 

Yes. Staff could have recommended that the Commission deny CenturyLink’s request as 

it relates to Residential, Small and Medium Business services based solely upon the 

factors considered by Mr. Firnbres. 

Based on that analysis, why did Staff recommend that the Commission grant the 

Company pricing flexibility? 

Staff took into consideration other factors, such as the public interest, in making its 

recommendation. 

Does Staff believe that it is in the public interest to grant CenturyLink’s request? 

No. StafY believes instead that it is in the public interest to grant CenturyLink the 

Emerging Competitive and Competitive Classifications recommended by Staff. Staff 

believes that its recommendation is just, fair and reasonable and better balances the 

interests of ratepayers, the Company and the stakeholders. 

Are Staff’s recommendations consistent with a continuation of the Renewed Price 

Cap Plan as previously established? 

No. In fact, Staff viewed CenturyLink’s Application as a specific request to terminate the 

Price-Cap Plan. For example, on page 12 of the Company’s Application, it states that it is 

asking the Commission to “vacate the order establishing the Revised Price Cap Plan in 

favor of the precompetitive actions” described in the Company’s Application. Staffs 

recommendations to classify services as “Emerging Competitive” or “Competitive” are 

intended to supersede the Price Cap Plan. RUCO apparently is recommending a 
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Q. 

A. 

continuation of the Renewed Price Cap Plan, with services shifting form one baskc. -3 

another. 

Does Staff have a recommendation about the services in Basket 4 of the Price-Cap 

Plan? 

Yes. Staff recommends that those services retain the treatment that they are currently 

accorded because they are wholesale services subject to sections 251 and 252 of the 

Telecommunications Act of 1996; switched access services now subject to Federal 

Communication Commission (“FCC”) mandates under the FCC’s recent intercarrier 

compensatiodmiversal service reform order; or are other services used by other carriers. 

In other words, although Basket 4 would be eliminated, the services contained in that 

Basket would be subject to the same terms and conditions to which they are now subject 

until further order of the Commission. 

RESPONSE TO RUCO’S DIRECT TESTIMONY 

Q. 
A. 

Q. 
A. 

Does Staff agree with RUCO’s recommendation on page 18, lines 8 through lo? 

No. 

Can you please explain why Staff disagrees with RUCO’s recommendation? 

As stated by RUCO’s witness Mr. Patrick J. Quinn (“Mr. Quinn” or “witness”), 

CenturyLink has not shown competitive alternatives in all areas of its service territory. 

Despite the fact that RUCO believes the Company has yet to demonstrate competitive 

alternatives, Mr. Quinn is still recommending reclassification of all those services as 

“Competitive”. 
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Staff believes the right way to proceed is to be cautious by providing the Company pricing 

flexibility and by reclassifylng the Residential, Small and Medium Business services as 

Emerging Competitive. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

Do you agree with RUCO witness Quinn’s recommendation which would allow 

CenturyLink to geographically deaverage rates for residential customers? 

No, I do not agree with Mr. Quinn’s testimony which would allow CenturyLink to 

geographically deaverage rates for residential customers. Mr. Quinn states that this would 

act as a safeguard for customers. I do not agree. The likely result of geographical 

deaveraging is significantly higher rates in rural areas than in urban areas. This would be 

a very poor result from a policy perspective, since it is in the rural areas of the state where 

competition is lacking and customers have few (if any) competitive alternatives. 

Does Staff agree with RUCO’s recommendation on page 20, lines 1 through 2? 

NO. 

Can you please explain why Staff disagrees with RUCO’s recommendation regarding 

deregulation of certain services? 

Yes. On page 19, lines 8 through 10, RUCO’s witness admits that he did not analyze the 

factors set forth in A.R.S. 40-28 1 (E) in reaching his conclusions. However, the witness is 

recommending that at least 17 services be deregulated despite the fact that required 

statutory analysis was not performed. 
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Q. What is Staffs recommendation on the Company’s proposal to deregulate the 

services appearing on Attachment B of its Application? 

Based on the analysis performed by Mr. Fimbres, Staff recommends that the Commission 

adopt the recommendations set forth in the Direct Testimony of Mr. Fimbres. 

A. 

CLARIFICATION TO STAFF RECOMMENDATION 

Q. 
A. 

Q* 
A. 

Q. 
A. 

Is Staff clarifying its recommendation as it relates to pricing flexibility? 

Yes. Page 11, lines 12 through 19 of Staffs testimony states, “To affect a gradual 

transition to a fully competitive environment, Staf f  recommends that the maximum tariff 

rates for the services provided to Residential or Consumer customers included in this 

category be no higher than 125 percent of the current actual rates over a 36 month period 

from the date the Commission approves maximum rates for these services. Staff further 

recommends that the current maximum rates for the services included in this category 

provided to Small and Medium Business customers be no higher than 130 percent of the 

current actual rates over a 36 month period from the date the Commission approves 

maximum rates for these services.” 

Is Staff recommending a change in the percentage increases? 

No. 

What clarification would you like to make to Staff’s original recommendation? 

Staff recommends that CenturyLink be authorized to establish maximum rates for services 

provided to Residential or Consumer customers that are 125 percent of the current actual 

rates for services subject to the following conditions: 

If the current rate is equal to the maximum tariff rate authorized by the 
Commission, the new maximum rate would equal no more than 125 
percent of the current rate. 
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. If 125 percent of the current rate is greater than the Commission authorized 
maximum rate, the new maximum rate would equal no more than 125 
percent of the current rate. 
If the current maximum rate for a service is greater than the 125 percent of 
the current rate, there is no change to the maximum rate. 
The rates that are actually charged to Residential or Consumer customers 
would increase by no more than 10 percent annually, up to the maximum 
rate. 

. 

. 

In addition, CenturyLink would be authorized to establish maximum rates for services 

provided to Small and Medium Business customers that are 130 percent of the current 

actual rates for services subject to the following conditions: 

. If the current rate is equal to the maximum rate authorized by the 
Commission, new maximum rate would equal no more than 130 percent of 
the current rate. 
If the 130 percent of the actual rate is greater than the Commission 
authorized maximum rate, the new maximum rate would equal no more 
than 130 percent of the current rate. 
If the current maximum rate for a service is greater than the 130 percent of 
the current rate, there would be no change to the maximum rate. 
That the rates that are actually charged to Small and Medium business 
customers would increase by no more than 15 percent annually, up to the 
maximum rate. 

. 

. 

Q. 
A. 

Please elaborate further on Staff’s clarification? 

Staff continues to recommend maximum rates that are no higher than 125 percent of the 

current actual rates over a 36 month period for Residential or Consumer customers and no 

higher than 130 percent of the current actual rates over a 36 month period for Small and 

Medium Business customers. Staff views these percentage caps as features of the 

“Emerging Competitive” classification. However, to actually establish or change 

CentryLink’s maximum rates, the Company should file an application seeking that 

specific relief pursuant to A.A.C. R14-2-1110. Although the Company’s current 

Application seeks to recIassify services, it does not ask for authorization to change its 

maximum rates. Staff would like to clarify that any change in maximum rates should be 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

accomplished through a subsequent A n g  with appropriate notice to the public that a 

change in maximum rates is being requested. 

When can CenturyLink file to change its maximum rates once they are established in 

this case? 

I want to clarify that Staffs recommendation is that CenturyLink can file in 30 months 

after the Commission’s Order approving Qwest’s R14-2-1110 filing stemming from the 

Commission’s Order in this Docket to change the maximum rates ultimately approved by 

the Commission. 

If the Commission adopts Staff’s recommendations, what rates will be in place for 

CenturyLink? 

Until CenturyLink is granted a change to its maximum rates or its actual rates, its existing 

maximum rates or actual rates would remain in effect. The Company could continue to 

make changes to its actual rates with an R14-2-1109 filing. This would maintain the 

status quo until CenturyLink files and the Commission acts upon a subsequent filing to 

change maximum rates. 

Does this conclude your Rebuttal Testimony? 

Yes. 
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EXECUTIVE SUMMARY 
QWEST CORPORATION DBA CENTURYLINK-QC 

DOCKET NO. T-01051B-11-0378 

Since the passage of the Telecom Act of 1996, the telecommunication market has 

evolved. Staff recognizes that while there are varying degrees of Competition in the various 

markets, there is some competition in most. To that effect, Staff believes the Settlement 

Agreement is in the public interest for the following reasons: 

0 This Settlement Agreement would allow the Commission to proceed cautiously 

when transitioning from the current regulatory regime to a full competitive 

market. 

By placing a limit on the amount of rate request, Staff believes that during the 

transition period rates for Residential service and Small and Medium business 

services will be established over a three year period. 

The Settlement Agreement will keep the Company’s cost down, since the 

Company will no longer be obligated to file a rate case under Rule 103. 

The Settlement Agreement accorded the Company a streamlined procedure, 

0 

0 

0 

similar to what applies to other competitive local exchange carriers. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name and business address. 

My name is Elijah 0. Abinah. My business address is 1200 West Washington Street, 

Phoenix Arizona, 85007. 

Where are you employed and in what capacity? 

I am employed by the Utilities Division (“Staff ’) of the Arizona Corporation Commission 

(“ACC” or “Commission”) as Assistant Director. 

How long have you been employed with the Utilities Division? 

I have been employed with the Utilities Division since January 2003. 

Please describe your educational background and experience. 

I received a Bachelor of Science degree in Accounting from the University of Central 

Oklahoma in Edmond, Oklahoma. I also received a Master of Management degree from 

Southern Nazarene University in Bethany, Oklahoma. Prior to my employment with the 

ACC, I was employed by the Oklahoma Corporation Commission for approximately eight 

and a half years in various capacities in the Telecommunications Division. 

What are your current Responsibilities? 

As Assistant Director, I review submissions that are filed with the Commission and make 

policy recommendations to the Director regarding those filings. 

Are you the same Elijah 0. Abinah who provided earlier testimony in this matter? 

Yes. 
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Q 

A 

Q. 
A. 

Q. 
A. 

Did you participate in the discussion which gave rise to the Settlement Agreement 

between Staff, Qwest Corporation dba CenturyLink-QC (“Qwest” “CenturyLink” or 

“Company”), the Arizona Investment Council (“AIC”) and Residential Utility 

Consumer Office (“RUCO”)? 

Yes, I did. I was part of the Staff negotiating team. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe the Settlement process and to explain Staffs 

view regarding the Settlement Agreement between Staff of the Arizona Corporation 

Commission (“Staff’) and other parties. 

How is your testimony being presented? 

My testimony is organized into sections. Section I is the introduction, Section I1 provides 

discussion of the settlement process, Section 111 discusses the various parts of the 

Settlement Agreement, Section IV discusses the rationale why the Agreement is in the 

public interest and Section V discusses other genera1 policy considerations. 

SETTLEMENT PROCESS 

Q. 

A. 

Please discuss the Settlement process. 

Staff believes that the Settlement process was open, transparent and inclusive. All parties 

received notice of the Settlement meetings and were accorded an opportunity to raise, 

discuss and propose resolution to any issue that they desired. Parties either participated in 

person or via telephone. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q* 
A. 

Who participated in those meetings? 

The following parties were participants in some or all of the meetings: CenturyLink; 

RUCO; AIC; the United States Department of Defense and all other Federal Executive 

Agencies (“DoD/FEA”); tw telecom arizona llc (“tw telecom”); and Staff. 

Could you identify some of the diverse interests that were involved in this process? 

Yes. The diverse interests included Staff, RUCO (representing residential ratepayers), 

CenturyLink, AIC (a shareholders association), DoD/FEA (representing federal 

government agencies), and tw telecom (a telecommunications company). 

Were there parties who chose not to execute the Agreement? 

Yes, DoDEEA and tw telecom did not sign the Agreement. 

understanding that these parties do not oppose the Agreement. 

However, it is my 

Was there an opportunity for all issues to be discussed and considered? 

Yes, each party had the opportunity to raise and have its issues considered. 

Were the Signatories able to resolve all issues? 

Yes, the Signatories were able to resolve and reach agreement on all issues. 

How would you describe the negotiations? 

I believe that all participants zealously advocated and represented their interests. I would 

characterize the discussions as candid but professional. While acknowledging that not all 

parties executed the Agreement, I must re-emphasize that all parties had the opportunity to 

be heard and to have their issues fairly considered. 
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Q. 
A. 

Q. 
A. 

Q 
A 

Would you describe the process as requiring give and take? 

Yes, I would. As a result of the varied interests represented in the settlement process, a 

willingness to compromise was necessary. As evidenced in the Agreement, the Signatories 

compromised on what could be described as vastly different litigation positions. 

Because of such compromising, do you believe the public interest was compromised? 

No. As I will discuss later in this testimony, I believe that the compromises made by the 

various parties further the public interest. 

What specific areas will your testimony address? 

Specifically, my testimony will address the following areas: 

0 Process 

0 Public Interest 

In addition to the process and the public interest components, my testimony will generally 

summarize the entire Agreement. 

SETTLEMENT PROCESS 

Q. 

A. 

Please discuss the settlement process. 

Staff was contacted by a Qwest representative about the possibility of conducting 

settlement discussions regarding Docket No. T-0 105 1B- 1 1-03 78, Qwest, at Staff request, 

filed with the Commission's Docket Control a notice informing the Commission and all 

interested parties that Staff and Qwest intended to engage in a settlement discussion. 
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Q. 

A 

Were other Staff members participants in this discussion? 

Yes, the Staff negotiating team consisted of Steven Olea, (Director of Utilities Division), 

Terri Ford (Chief of Telecom and Energy), Del Smith (Chef of Engineering), Will Shand 

(Telecom Manager), Armando Fimbres (Telecom Analyst), Maureen Scott (Staff Legal 

Counsel), Janet Wagner (Assistant Chief Counsel) and myself. 

OVERVIEW OF THE SETTLEMENT AGREEMENT 

Q. 
A. 

Can you please briefly provide an overview of the Settlement Agreement? 

Yes. Section 2.2 of the Settlement Agreement provides for the following: 

CenturyLink may file a proceeding under Rule 1 1 10 to increase its maximum rates. 

For a period of three years fiom the date an order is entered by the Commission in 
this docket, CenturyLink shall not be entitled to increase its maximum rates for 
residential services or for small and medium business services greater than 25 
percent over present rates. 

In connection with the filing under Rule 11 10, CentwyLink may thereafter file 
under Rule 11 09 to increase its actual rates by no more than 10 percent annually for 
residential services during the three years following the Order Approving 
Settlement and no more than 15 percent annually for small and medium business 
services during the three years following the Order Approving Settlement. 

For the three year period identified above, Staff agrees not to contest requests by 
CenturyLink under Rule 1 11 0 or 1 109 to increase maximum rates or actual rates as 
long as the request conform to the provision set forth in the preceding paragraph. 

Enterprise services are considered fully competitive and may be increased pursuant 
to a Rule 11 10 proceeding. Services already found to be competitive under Rule 
1108 are not subject to the conditions in paragraphs 2(a) and 2(b) of the Settlement 
Agreement. 
CenturyLink agrees for a period of three years fiom the date of the Order 
Approving Settlement to charge statewide uniform rates for services subject to 
paragraphs 2(a) and 2(b) of the Settlement Agreement. CenturyLink agrees to 
continue to charge uniform rates after the three year period unless it specifically 
requests and is granted Commission authorization to deaverage rates in a filing 
pursuant to Rule 1 1 10. 
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0 CenturyLink will file semi-annual reports with the Commission, Staff, and RUCO 
for a period of three years, commencing six months after the date of the Order 
Approving Settlement, setting forth data to be agreed with Staff and RUCO 
showing the state of competition in the State. 

0 After the expiration of at least 30 months from the date of the Order Approving 
Settlement, CenturyLink may make an additional submission in this docket, 
demonstrating that competition for voice services in Arizona is the same or greater 
than the levels CenturyLink’s testimony and evidence claim exist at the time of the 
filing of the Application in this docket. CenturyLink’s additional submission shall 
be based on competitive reports, data and statistics, including but not limited to the 
National Center for Health Statistics Wireless Substitution Report, the Federal 
Communications Commission (“FCC”) Local Competition Report, and the FCC 
Internet Access Services Report. CenturyLink in such filing shall demonstrate that: 

a. The percentage of consumers who have no landline voice connection, as 
specified in the National Center for Health Statistics Report, shall be 30 
percent or greater; 1 

b. Wireless connections, as set forth in the FCC’s Local Competition Report, 
shall represent 65 percent or greater of total voice connections in Arizona: 
and 

c. Access to VoIP providers shall be measured by xDSL broadband 
availability in Arizona, as set forth in the FCC Internet Access Services 
Report, and shall be 88 percent of households or greater.3 

0 Upon such a filing by CenturyLink and verification by Staff, the Signatories 
stipulate that the conditions set forth in paragraphs 2.2, 2.3, and 2.4 shall terminate 
six months after such filing. CenturyLink may thereafter file, in its discretion, 
requests for additional pricing flexibility pursuant to the streamlined ratemaking 
procedures of Rule 11 10, and the other parties hereto reserve their rights to object 
to any filings under Rule 11 10. 

0 After the expiration of three years from the date of the Order Approving Settlement, 
if CenturyLink does not make the showing described in Paragraph 2.4, CenturyLink 

Based on “Wireless Substitution: Early Release of Estimates From the National Health Interview Survey,” which is 
released by the National Center for Health Statistics every six months. The metric is the percent of American 
households that are wireless-only, as delineated in Table 1 of the report released 12-21-1 1. 

Based on “Local Telephone Competition: Status as of XXX” released by the FCC’s Industry and Analysis and 
Technology Division twice a year. The percentage Metric is based on the quantity of Arizona wireless connections as 
shown in Table 17, and the ILEC and non-ILEC lines shown in Tables 12 and 13 (in report dated October 201 1). 

Based on “Internet Access Services: Status as of XXX” released by the FCC’s Industry and Analysis and Technology 
Division twice a year. The Metric for Arizona is provided in table 24, column 1, of the report dated October 20 1 1. 
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Q .  
A. 

may continue to seek rate changes pursuant to Rule 11 10 (unless the Commission 
makes a finding that its services are not competitive). However, the Commission 
may consider that the conditions in Paragraph 2.4 have not been demonstrated in its 
evaluation of the Rule 1 1 10 filing. 

The Signatories stipulate to the StafFs recommendations on the deregulation of 
services requested by CenturyLink in its application to be de-regulated. These 
services to be deregulated are listed in Attachment B to the Agreement. 

The Signatories stipulate that CenturyLink shall not hereafter be required to make a 
rate case filing under Rule 103, unless the Commission makes a finding that 
CenturyLink's services are not competitive. 

All rates, terms, conditions and requirements now applicable to wholesale services 
in Arizona are unchanged by this Agreement, including those treated under Basket 
4 in the Price Cap Plan. 

The Signatories agree that, upon issuance of the Order Approving Settlement, the 
procedures for setting rates established in the current Price Cap Plan approved by 
the Commission in Decision No. 68604 (Docket No. T-01051B-03-0454) will be 
superseded by implementation of the foregoing provisions. CenturyLink may 
continue to operate under the terms and conditions of service and the rates 
contained in Decision No. 68604 until new rates are filed under either Rule 11 10 or 
Rule 1109 for each service, as described above. 

Until further order by the Commission, CenturyLink agrees to be bound by existing 
statutes and rules in effect, including but not limited to R14-2-503(C) and rules 
regarding the provision of services to qualifying low income customers. 

CenturyLink and DoD/FEA agree to request withdrawal of their agreement filed on 
April 19, 2012, from Commission consideration in this docket, and the remaining 
Signatories agree not to oppose the withdrawal of that agreement fiom Commission 
consideration in this docket. 

CenturyLink agrees to continue to comply with the Service Quality Plan developed 
for Qwest Corporation. 

Can you please describe Staffs understanding of Section 2.2? 

Section 2.2(a), set up a condition by which CenturyLink may, at the Company's discretion 

file a proceeding consistent with Rule 1 1 10 to change its rates. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

Q- 

A. 

Is Staff recommending a rate change is this proceeding? 

No. Staff is not recommending any changes to the Company’s rates and charges in this 

proceeding. 

If and when CenturyLink files a proceeding to increase its rates, what is the 

maximum rate the Company can request? 

Pursuant to Section 2.2(a) of the Settlement Agreement, for a period of three years from the 

date of Commission’s decision, Residential services, Small and Medium business services 

maximum rate may be increased by no more than 25 percent over present rates. 

Is Staff advocating that the 25 percent increase occur in one year? 

No. Consistent with Section 2.2(b) of the Settlement Agreement, if and when the 

Company files a request pursuant to Rule 11 10 and Rule 1109, for Residential services, the 

Company cannot increase its actual rate by more than 10 percent in a given year. For 

Small and Medium business services, CenturyLink cannot increase its actual rate by more 

than 15 percent in any given year. 

Can you please explain the provision contained in Section 2.2(c) of the Settlement 

Agreement? 

Yes. Consistent with the provision of that section, Staff agreed that if and when 

CenturyLink files its request consistent with Rule 11 10, Staff will not contest such a 

request as long as the request is less or equal to 10 percent of its actual rates for Residential 

services and less or equal to 15 percent of its actual rates for Small and Medium business 

services. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Does the provision under Section 2.2(c) preclude other parties from raising objection 

to such a request? 

No, other parties, that are signatory to the Agreement are not obligated to support such a 

request. In addition, parties that are non-signatory to the Settlement Agreement can and 

may object to the request, including members of the public. 

What is Staffs understanding of Section 2.2(d) of the Settlement Agreement? 

This section of the Settlement Agreement deals with the Enterprise services provided by 

CenturyLink. Consistent with the provision of the Settlement Agreement, all Enterprise 

services provided by CenturyLmk are considered to be fully competitive, as such, the 

Company at its discretion may seek to increase rates for those services pursuant to Rule 

1110. 

Is the Company limited in the amount of percentage increase as related to the 

Enterprise services? 

NO. 

Does the provision of these sections apply to services that were previously deemed to 

be competitive by the Commission? 

No. As stated in the Settlement Agreement, services that were previously designated to be 

competitive under Rule 1108 are not subject to the condition in paragraph (2a) and (2b) of 

the Agreement. 
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Q. 

A. 

Can you please describe Section 2.2(e)? 

The provision of this section requires CenturyLink to implement and charge statewide 

uniform rates for Residential services and Small and Medium business services for a period 

of at least three years. In addition, CenturyLink agreed to continue to charge statewide 

uniform rates after the three year period until further ordered by the Commission. 

REPORTING REQUIREMENT 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Can you please explain the provision of Section 2.3? 

Yes. For a period of three years, CenturyLink is to provide to the Commission, 

Commission Staff and RUCO, a report on the state of competition in the State of Arizona. 

This report will be provided semi-annually fi-om the date of the Commission order. 

Is the Company obligated to provide additional information? 

No. However, the Company at its discretion may submit additional information to the 

Commission in order to demonstrate that competition for voice service in Arizona is the 

same or greater than the levels CenturyLink’s testimony and evidence claim exist at the 

time of the filing of the application in this docket. 

Can you please explain the provision of Section 2.5? 

Basically, this section of the Settlement Agreement will maintain the status quo if 

CenturyLink does not make the showing described in paragraph 2.4 of the Settlement 

Agreement unless the Commission describes otherwise. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Please describe Section 2.6 of the Settlement Agreement. 

Consistent with this section of the Settlement Agreement, CenturyLink’s services listed in 

Attachment B will be accorded full deregulation. 

Can you please explain what is meant by full deregulation? 

By full deregulation, CenturyLink services listed in Attachment B of the Settlement 

Agreement will no longer be subject to Commission’s jurisdiction. CenturyLink will have 

the ability to change its rate terms and conditions that apply to these services at its 

discretion. 

Can you explain Section 2.7 of the Settlement Agreement? 

Ths Section of the Settlement Agreement will relieve CenturyLink of its obligation to file 

a rate case filing under Commission Rule 103. 

CURRENT PRICE CAP PLAN 

Q. 

A. 

Can you briefly explain section 2.8 of the Settlement Agreement? 

In Decision No. 68604, the Commission approved the current Price Cap Plan for Qwest. 

As part of the plan, Qwest services were placed in four different baskets. One of baskets 

(basket 4) contained Qwest wholesale services. Wholesale services are services that Qwest 

provides to other telecommunication carriers subject to section 25 1 and 252 of the Telecom 

Act of 1996. This section of the provision of the Settlement Agreement will maintain the 

status quo in Decision No. 68604. 
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Q. Can you please explain what effect this Settlement Agreement will have on the other 

provisions contained in Decision No. 68604? 

Section 2.9 of this Settlement Agreement addresses other sections of Decision 68604. 

Pursuant to this section, the procedures for setting rates established in the current price cap 

plan will be superseded by implementation of the foregoing provisions. 

A. 

PUBLIC INTEREST 

Q. 

A. 

Can you please explain why Staff believes this Settlement Agreement is in the public 

interest? 

Since the passage of the Telecom Act of 1996, the telecommunication market has evolved. 

Staff recognizes that while there is degree of competition in the various markets, there is 

some competition in most. To that effect, Staff believes the Settlement Agreement is in the 

public interest for the following reasons: 

0 This Settlement Agreement would allow the Commission to proceed cautiously 

when transitioning from the current regulatory regime to a full competitive market. 

By placing a limit on the amount of rate request, StaE believes that during the 

transition period rates for Residential service and Small and Medium business 

services will be established over a three year period. 

The Settlement Agreement will keep the Company’s cost down, since the Company 

will no longer be obligated to file a rate case under Rule 103. 

The Settlement Agreement accorded the Company a streamlined procedure, similar 

to what applies to other competitive local exchange carriers. 

0 

0 

0 
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Q. 

A. 

What is Staffs role when making recommendations to the Commission? 

Staffs role is to balance the interest of the Company, ratepayers and the stakeholders. 

Staff believes the Settlement Agreement accomplished that. 

SUMMARY AND CONCLUSIONS 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Describe Staffs understanding of the overall Settlement Agreement? 

Staff and all parties to this Agreement have devoted considerable time, resources and effort 

to reach a conclusion that is fair and reasonable. Signatories to the Settlement Agreement 

have acknowledged their acceptance of this Agreement, reached through open and fiank 

discussions. 

Do you believe that this Agreement is in the public interest? 

Yes. 

Does this conclude your direct testimony? 

Yes, it does. 



EXHIBIT 

Proposed Settlement Agreement 
Docket N0.T-O105lB-11-0378 

In the Matter of the Application of Qwest Corporation dba Century Link- 
QC to Classify and Regulate Retail Local Exchange Telecommunications 

Services as Competitive and to Classify and Deregulate Certain Services as 
Nonessential 

The purpose of this Settlement Agreement (“Agreement”) is to settle disputed issues related to 
Docket No. T-01051B-11-0378. This Agreement is entered into by the following entities: 

Arizona Corporation Commission Utilities Division (“Staff ’) 

Qwest Corporation dba Century Link-QC (“Century Link”) 

Residential Utility Consumer Office (“RUCO”) 

Arizona Investment Council (“AIC”) 

These entities shall be referred to collectively as “Signatories;” a single entity shall be referred to 
individually as a “Signatory.” 

I. RECITALS 

1.1 Century Link filed the application underlying Docket No. T-01051B-11-0378 on 
October 13,2011. 

1.2 Subsequently, the Commission approved applications to intervene filed by 
RUCO, AIC, the Department of DefenseBederal Executive Agencies 
(“DoD/FEA”), and tw telecom of Anzona, LLC.. 

1.3 The Signatories conducted settlement discussions in this matter that were open, 
transparent, and inclusive of all parties to this docket who desired to participate. 

1.4 The terms of this Agreement are just, reasonable, fair, and in the public interest in 
that they, among other things, establish just and reasonable classifications for 
ratemaking purposes; resolve issues arising from this docket; and avoid 
unnecessary litigation expense and delay. 

1.5 The Signatories ask the Commission 1) to find that the terms and conditions of 
this Agreement are just, reasonable, and in the public interest; and 2) to approve 
the Agreement as written. 



TERMS AND CONDITIONS 

11. 

In order to settle the principal disputed issues in this matter, the Signatories agree as follows: 

Competitive Classifications Approved Subject to Conditions 

2.1 

2.2 

a. 

b. 

C. 

d. 

e. 

2.3 

2.4 

In connection with CenturyLink’s Rule 1 108 Competitive Classification 
Application, services shall be considered to be competitive and in compliance 
with Rule 1108, subject to the conditions set forth in paragraphs 2.2, 2.3 and 2.4 
(“Competitive Classification Approved Subject to Conditions”). 

CenturyLink may file a proceeding under Rule 11 10 to increase its rates. 

For a period of three years from the date an order is entered by the Commission in 
this docket approving this agreement or otherwise resolving this petition (the 
“Order Approving Settlement”), CenturyLink shall not be entitled to increase its 
maximum rates for residential services or for small and medium business services 
greater than 25% over present rates. 

In connection with the filing under Rule 11 10 described above, CenturyLink may 
thereafter file under Rule 1109 to increase its actual rates by no more than 10% 
annually for residential services during the three years following the Order 
Approving Settlement and no more than 15% annually for small and medium 
business services during the three years following the Order Approving 
Settlement. 

Staff agrees not to contest a request by CenturyLink under Rule 11 10 to increase 
the maximum rates for services as set forth in paragraph 2(a) above or a request 
by CenturyLink under Rule 1109 to change the actual rates as set forth in 
paragraph 2(b) above. No other party shall be constrained from opposing Rule 
1 1 10 increases requested by CenturyLink. 

No other consensual limitations apply to maximum rates for the above three year 
period. Enterprise services are considered fully competitive and may be increased 
pursuant to a Rule 1 110 proceeding. Services already found to be competitive 
under Rule 1108 are not subject to the conditions in paragraphs 2(a) and 2(b) 
above. The services previously classified as competitive under Rule 1108 are 
listed in Attachment A. 

CenturyLink agrees for a period of three years from the date of the Order 
Approving Settlement to charge statewide uniform rates for services subject to 
paragraphs 2(a) and 2(b) above. Thereafter, CenturyLink agrees to continue to 
charge uniform rates unless it specifically requests and is granted Commission 
authorization to deaverage rates in a filing pursuant to Rule 11 10. 

CenturyLink will file semi-annual reports with the Commission, Staff, and RUCO 
for a period of three years, commencing six months after the date of the Order 
Approving Settlement, setting forth data to be agreed with Staff and RUCO 
showing the state of competition in the State. 

After the expiration of at least 30 months from the date of the Order Approving 
Settlement, CenturyLink may make an additional submission in this docket, 



demonstrating that competition for voice services in Arizona is the same or 
greater than the levels CenturyLink’s testimony and evidence claim exist at the 
time of the filing of the Application in this docket. CenturyLink’s additional 
submission shall be based on competitive reports, data and statistics, including but 
not limited to the National Center for Health Statistics Wireless Substitution 
Report, the Federal Communications Commission (“FCC”) Local Competition 
Report, and the FCC Internet Access Services Report. CenturyLink in such filing 
shall demonstrate that: 

a. The percentage of consumers who have no landline voice connection, as specified 

b. Wireless connections, as set forth in the FCC’s Local Competition Report, shall 
represent 65% or greater of total voice connections in Arizona;2 and 

in the National Center for Health Statistics Report, shall be 30% or greater; 1 

c. Access to VOIP providers shall be measured by xDSL broadband availability in 
Arizona, as set forth in the TCC Internet Access Services Report, and shall be 
88% of households or greater. 

Upon such a filing by CenturyLink and verification by Staff, the Signatories 
stipulate that the conditions set forth in paragraphs 2.2, 2.3, and 2.4 shall 
terminate six months after such filing. CenturyLink may thereafter file, in its 
discretion, requests for additional pricing flexibility pursuant to the streamlined 
ratemaking procedures of Rule 11 10, and the other parties hereto reserve their 
rights to object to any filings under Rule 11 10. 

2.5 After the expiration of three years from the date of the Order Approving 
Settlement, if CenturyLink does not make the showing described in Paragraph 2.4 
above, CenturyLink may continue to seek rate changes pursuant to Rule 1110 
(unless the Commission makes a finding that its services are not competitive). 
However, the Commission may consider that the conditions in Paragraph 2.4 
above have not been demonstrated in its evaluation of the Rule 1 1 10 filing. 

The Signatories stipulate to the Staffs recommendations on the deregulation of 
services requested by CenturyLink in its application to be de-regulated. These 
services to be deregulated are listed in Attachment B. 

2.6 

Based on “Wireless Substitution: Early Release of Estimates From the National Health Interview Survey,” whch 
is released by the National Center for Health Statistics every six months. The metric is the percent of American 
households that are wireless-only, as delineated in Table 1 of the report released 12-21-1 1. 

Based on “Local Telephone Competition: Status as of X X X  released by the FCC’s Industry and Analysis and 
Technology Division twice a year. The percentage Metric is based on the quantity of Arizona wireless 
connections as shown in Table 17, and the ILEC and non-ILEC lines shown in Tables 12 and 13 (in report dated 
October 201 1). 

Based on “Internet Access Services: Status as of XXX” released by the FCC’s Industry and Analysis and 
Technology Division twice a year. The Metric for Arizona is provided in table 24, column 1, of the report dated 
October 201 1. 

3 



2.7 The Signatories stipulate that CenturyLink shall not hereafter be required to make 
a rate case filing under Rule 103, unless the Commission makes a finding that 
CenturyLink’s services are not competitive. 

2.8 All rates, terms, conditions and requirements now applicable to wholesale 
services in Arizona are unchanged by this Agreement, including those treated 
under Basket 4 in the Price Cap Plan. 

2.9 The Signatories agree that, upon issuance of the Order Approving Settlement, the 
procedures for setting rates established in the current Price Cap Plan approved by 
the Commission in Decision No. 68604 (Docket No. T-0105 1B-03-0454) will be 
superseded by implementation of the foregoing provisions. CenturyLink may 
continue to operate under the terms and conditions of service and the rates 
contained in Decision No. 68604 until new rates are filed under either Rule 11 10 
or Rule 1 109 for each service, as described above. 

2.10 Until further order by the Commission, CenturyLink agrees to be bound by 
existing statutes and rules in effect, including but not limited to R14-2-503(C) and 
rules regarding the provision of services to qualifying low income customers. 

CenturyLink and DoD/FEA agree to request withdrawal of their agreement filed 
on April 19, 2012 from Commission consideration in this docket, and the 
remaining Signatories agree not to oppose the withdrawal of that agreement from 
Commission consideration in this docket. 

2.11 

2.12 CenturyLink agrees to continue to comply with the Service Quality Plan 
developed for Qwest Corporation. 

111. COMMISSION EVALUATION OF PROPOSED SETTLEMENT 

3.1 All currently filed testimony and exhibits shall be offered into the Commission’s 
record as evidence. 

3.2 The Signatories recognize that Staff does not have the power to bind the 
Commission. For purposes of proposing a settlement agreement, Staff acts in the 
same manner as any party to a Commission proceeding. 

This Agreement shall serve as a procedural device by which the Signatories will 
submit their proposed settlement of Century Link’s pending application, Docket 
No. T-O1051B-11-0378, to the Commission. 

The Signatories recognize that the Commission will independently consider and 
evaluate the terms of this Agreement. If the Commission issues an order adopting 
all material terms of this Agreement, such action shall constitute Commission 
approval of the Agreement. Thereafter, the Signatories shall abide by the terms as 
approved by the Commission. 

If the Commission fails to issue an order adopting all material terms of this 
Agreement, any or all of the Signatories may withdraw from this Agreement, and 
such Signatory or Signatories may pursue without prejudice their respective 
remedies at law. For purposes of this Agreement, whether a term is material shall 
be left to the discretion of the Signatory choosing to withdraw from the 
Agreement. If a Signatory withdraws from the Agreement pursuant to this 

4 

3.3 

3.4 

3.5 



paragraph and files an application for rehearing, the other Signatories, except for 
Staff, shall support the application for rehearing by filing a document with the 
Commission that supports approval of the Agreement in its entirety. Staff shall 
not be obligated to file any document or take any position regarding the 
withdrawing Signatory’s application for rehearing. 

IV. MISCELLANEOUS PROVISIONS 

4.1 

4.2 

4.3 

4.4 

4.5 

4.6 

4.7 

To achieve consensus for settlement, the Signatories are accepting positions that, 
in any other circumstances, they would be unwilling to accept. They are doing so 
because this Agreement, as a whole, is consistent with their long-term interests 
and with the broad public interest. The acceptance by any Signatory of a specific 
element of this Agreement shall not be considered as precedent for acceptance of 
that element in any other context. 

No Signatory is bound by any position asserted in negotiations, except as 
expressly stated in this Agreement. No Signatory shall offer evidence of conduct 
or statements made in the course of negotiating this Agreement before this 
Commission, any other regulatory agency, or any court. 

Neither this Agreement nor any of the positions taken in this Agreement by any of 
the Signatories may be referred to, cited, or relied upon as precedent in any 
proceeding before the Commission, any other regulatory agency, or any court for 
any purpose except to secure approval of this Agreement and enforce its terms. 

To the extent any provision of this Agreement is inconsistent with any existing 
Commission order, rule, or regulation, this Agreement shall control. 

Each of the terms of this Agreement is in consideration of all other terms of this 
Agreement. Accordingly, the terms are not severable. 

The Signatories shall make reasonable and good faith efforts to obtain a 
Commission order approving this Agreement. The Signatories shall support and 
defend this Agreement before the Commission. Subject to paragraph 3.5, if the 
Commission adopts an order approving all material terms of the Agreement, the 
Signatories will support and defend the Commission’s order before any court or 
regulatory agency in which it may be at issue. 

This Agreement may be executed in any number of counterparts and by each 
Signatory on separate counterparts, each of which when so executed and delivered 
shall be deemed an original and all of which taken together shall constitute one 
and the same instrument. This Agreement may also be executed electronically or 
by facsimile. 



Docket No. T-01051B-11-0378 

QWEST CORPORATION dba CENTURYLINK, INC. 

By: 

6 



Docket No. T-01051B-11-0378 

ARIZONA CORPORATION COMMISSION 

Arizona Corporation Commission 
1200 W. Washington 
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Phoenix, Arizona 85004 
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SETTLEMENT AGREEMENT 

Docket No. T-010SlB-11-0378 

Attachment A 

Services Previously Found to Be Competitive 

Docket No. 

T-0105 1B-96-0160 

Service 
MTS, Private Line, 
WATS, 800 Service, and 
Optional Calling Plans 
Directory Assistance 

Decision No. 
Decision No. 59637 

~ 

Centrex Prime 

ATM Cell Relay Service 

National Directory 
Assistance 

Decision No. 62129 
T-0105 1B-99-0362 

T-0105 1B-97-0528 
I DecisionNo. 61089 

Decision No. 61328 

Decision No. 60545 
T-0105 1B-97-0368 

T-0105 1B-97-0369 
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Settlement Agreement 

EXHIBIT B 
Services Recommended for Deregulation 

44.1.6 
44.1.8 
44.4 

SPECIAL CONSTRUCTION 
MAINTAINING FACILITIES 
PROTECTION SERVICE FOR HIGH VOLTAGE 

04.1.9 
ENVIRONMENTS 
REPAIR OF FACILITIES 

c10.10.1 
c10.10.2 

hlESSAGE DELIVERY SERVICE 
MESSAGE WAITING INDICATION 

C25.1 

C. 10.10.5 

CUSTOMIZED SERVICE EQUIPMENT OR SERVICE 
ARRANGEMENTS 
CALL EVENT AND MANAGEMENT SIGNALING SERVICE 

C9.4.6 
(CEMSS) SUBSCRIBER 
NEXT CONNECTS 

46.2.5 kUDI0 SERVICE 
06.2.8 bXCHANGE SERVICE EXTENSIONS 

C 10.5.2 
c5.4.7 
c9.4.4 

. 
106.2.9   TELEPHONE ANSWERING SERVICE 

CODE BILLING 
INTRACALL SERVICE 
UNIFORM CALL DISTRIBUTION 

c9.4.5 
03.2.2 

CO-AUTO CALL DISTRIBUTION (CO-ACD) 
NONRECURRJNG CHARGES 

44.3.2 
04.5 

~~ 

FACILITIES PROTECTION- SPECIAL FACILITIES ROUTING 
COMMANDALINK-NETWORK RECONFIGURATION SERVICE 

45.3 
06.2.19 

CUSTOM SERVICE ARRANGEMENTS 
OWAVE SERVICE 
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